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New structure for efficient operations
and shareholder value growth

BUSINESS
SOLUTIONS

Market leadership in
data communications
with over 50% share

© e More than 16,000
data connactions
{Fiex-Com, Datex=P
Frame-Flax)

® Qur service
bandwidth doubled
in 20071

& Broadband ADSL
. services for fast
natwork acesss

® We entered the
sorvies areas of
competitors with our
buginess solutions

o° We entered the
application sarvice
providers' (ASF)
market as wall

MATAY GROUP LINES OF BUSJINESS

RESIDENTIAL
SERVICES

Market lsadership in
fixed fine telephony

® More than 3 million
fixed lines (ingl. Emitel)

¢ We supportad market
Tiberalization with
agrasments and had
3 compethive start

® Our new tanff
packages provide
choices for customers

® Qualify customer care
and saEs network
{Matév Pont shops,
online sales, audited
sarvice quality)

® We bulld on our fixed
line infrastructurs
to secure our market
positions

INTERNET

Markat lsadership in
both residential and
business Internet

segment

8 More than 133,000
subscribers and
870,000 Freemal
users

® Favorsble Internet’
tariffs for an
information society

® Orige s Hungary's
markst leader
Internet portal sita

® Intarnat ssrvices
for all custormer
segmerts from
rasidential to key
businesses

o THe Marketiine
a-markstplace
i3 & pioneering
e-business inklative

MOBILE

Market leadership In
mobile communications
with over 50% share

® More than 2.5 million
customers, 25%
of total popuigtion

® cadership position
in advanced solutions
(GPRS, mobile
Intarnat, m-commarce)

® Pionearing mabile
content and mulbimedia
services launched

® Custorner loyahy
programs and tarfff
packages launched
and extended

o Hungary's first
service provider
honored by EFQM
Eurcpean Quality
Award

[Matav 200! onnus! lopert]
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Growth... beyond words

MATAY GROUP: A PROFIT:
ABLE GROWTH STORY
REVENUES EBITDA NET INCOME
(HUF mifion) (HVF mitliery (HUE minter)
22.8% 23.7% 23.8%
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CONTRIBUTION OF BUSINESS
SEGMENTS TO 2007 GROWTH

REVENUES [HUF million)
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GROWTH OF BUSINESS
SEGMENTS IN 2001

REVENUE EQITDA
GROWTH MARGIN

Total revenues 22.8% 43.1%
Internationsi na. 55.4%

©o Mobile 24.8% 38.2%
_ Fixed line 23% = 37.8%

INCREASING EFFICIENCY
IN THE FIXED LINE SEGMENT

&
o A £ 3 o8
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STRONG GROWTH
IN MOBILE SEGMENT
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CAPITAL EXPENDITURES FOR
DEVELOPMENT AND TECHNOLOGY ADVANCES
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Matav Group Financial H igh lights’
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The Hungarlan State
MagyarCom (ewnad by Deutsche Telekorn AG)
Fublicly hald

December 31, 2001

2000 2001 Change

HUF miliion HUF million %

Total revenues 445,945 547,735 22.8
EBITDA™ 180,811 236,022 23.7
Opsrating profit 96,0917 119,400 24.3
Net income 665,652 82,5580 23.8
No. of sharas (miliions) 1,037 1,037 0
Bsslc earnings per share (HUF) 54.3 79.8 23.8
Tetal assels 954,424 1,104,196 18.7
Long term dabt 110,641 418,763 279.4
Net debt 170,025 442,926 160.5
Total shareholders’ equity 637,287 450,300 (27.8)
" Net dabt 1o totsl capital (%) 21.0 46.6 na.
Capital expenditures 182,784 127,747 {16.4)
EBITDA margin (%) 42.8 43.1 n.a.
Operating margin (%) 21.5 21.8 na.
Net income margin (%) 14.9 15,1 n.&.
Return on assetls (%) 8.3 8.0 na.
HUF/EUR (year end) 264.9 246.3 (7.0)
HUF/EUR (average) 260.0 256.7 1.3)
HUFIUSD fyesr end) 284.7 278.0 ©.0
HUFIUSD (average) 282.3 286.5 1.8

Holger of the Gaiden Share
58.48%
40.51%
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Matév Group Summary of Operating Statistics

v

‘

Ne. cf fixed linss:

rasidantial

business

public
No. of ISDN channais (“B8%)
Tora! fixed lines
No. of fixed lines incl. ISDN, Emitel”
No. of fixed linas incl. ISON, MakTel”
Netwoerk digltalization with ISDN (%)
Fixed iine penetration
(Matav service ares, par 100 Inhabitants)

No. of Group smployees (closing)
Na. of fixed line employess {ciosing)
Na. of fixed lines per employee

No. of mobile subscribers, Wastel

No. of moblle subsscribers, Westal 0660
Total mobite subscritiers

Ne. of mobile subscribers, MakTel”

Mobils penatration (Mungary, par 700 inhabltants)

Ne. of internet subscribers

No. of Internat subseribers, MakTel”

No. of cable television ecustomers

No. of managed leased lines {Flax-Com)

Domestic autgaing traffie (000 minutes)
International outgolng traffic {000 minutes)
Domestic traffic, Emitel” ('000 minutes)

International outgaing traffic, Emitel® ("000 minutes)
MOU (Minutes of Ussge per Usar/Month), Westel
ARPU (Average Traftic Revenug per UseriMonth), Weste!

“MaiTl haz been included in ™e consolidarod financial rasulls sinde Jan 1£, 2007, and Em

Dec. 21, 2000 Dse. 31, 2007 Crange
{%)

2,296,351 2,151,846 5.3
326,503 299,267 (8.3)
38,774 37,432 1.8
305,882 448,398 48.6
2,965,570 2,936,441 {1.0)
na. 80,889 na.
513,665 549,988 7.1
85,17 85.4 r.a,

38.5 89.1 n.a.
14,380 16,633 15.7
71,227 9,298 (17.2)
264 318 19.6
1,638,086 2,498,485 §5.9
76,866 44,308 {41.6)
1,674,952 2,537,793 51.5
89,944 233,820 134.0
20.8 48,7 na.
95,726 133,171 29.1
9,904 21,674 118.8
267,245 300,857 12.6
8,920 11,386 27.6
9,692,678 10,088,137 4.1
182,479 166,649 8.7)
n.a. 91,567 n.a.

na. 1,370 n.a.

184 145 20.7)
5,067 6,946 (23.4)

c
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It is Mazdv’s miseion to be a key player in the informarion society and the new econamy, retaining its leading M

pusirion in Central and Egstern Europe.
We commit 1o make telecommunicasions and IT oohievenicals avastable 1o the widest scope of customers.

'We provide salutions to suppors our custumers in crearing @ more meaningful, more ¢ffscrive and more humane
Suture. Building on our uniqué experience accumulased on the domestic relecommunicarions market and our
rignificant achievemenls we work on anaining our goals, satigfying the necds of gur customers and fulfilling

rhe expectarions of our Investors. The key ta our developmenr is onr well-educared and commireed professinnals

whom we asteenm as an outstanding value uf ouwr Company.

Mardv (www.rmalav.hu) Is the principal pravider of talecam serviees in Hungary and It hoidz the nations! concession
for nstional and Intarnational leng distance telephany. Matdv provides a broad range of services including telephony,
date transmission, value~addsd ssrvices, and through its subsidinries is Hungary’s largast mobile carrier and leading
Intemet service provider Matdv 8lso holds a majanty stake in Stenebridgs Cemmunications AD controling MakTe!,
the gcip fixad line and the leading moblla ogeratar in Mseedonis. Matdv Hungaran Telscommunications Co, Lig,
w3 incorporatad in 1881 and pnvatized in 1982, Its majorlty cwner (55.48%) is MagysrCom, fully ownee

by Deutsche Talakom AG. Matdv sharss were introduced to natlons! and intemastlonal stock exchange dealing both
in Budapest and New York In 1887, With Ite steady and dynamic growth Matdv has crearsd significant valus
for millions of custemsrs and for sharsholders.,
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Letter to

Our Shareholders

DEAR SHAREHOLDERS,

Hungary's telecommunications market resched an important milestone at the end of 2001 full liberglization.
We at Matdv have been preparing for the opening of the market for severs! years.

In 2001, we successfully completed aur eight-year sonsession devalopment program launched when Hungary's
telecornmunications industry was privatlzed, and in so daing, created the foungstions for @ competitive marker, Over the past
eight years, wa nsarly doubled the numbsr of analeg lines a3 well ss connecting nearly 450,000 ISDN channels.

The Mardv Group however, has achieved success beyond the reguiated fixed fine market. In a fiercaly compatitive
environment, we managed successiully to raintain our leading positlon in mobils talephony. Weste!l closed out yet snather

@ outstanding year Of the many marks of recegnition \Waste! received in the industry, | will singls out ths most prestigious:

the Buropean Quality Awaro, which was presented in Luzern. We malntalned our market share of mere than 50% in the
mobile telecornmunieations market in the face of gver more aggressive campatitors, and by the end of 2001, we could claim
an impressive 2.5 milllon subscriber base. Wa are confident that Wastel will continue to outshina its compaetitors In terms of

. perforrnance and will retain s leadership position. In Cacember 2001, we closed a transaction with Deutsche Telekom

- that gave us the remalning 49% stakes of Weste! and Westel 0650. As a rasult. we are 100% owners of these two mobils

. operaters.

. We &l3o hold a leading positlon In the dats transmission market, whers we increased the number of connactions to 16,000
by the end of 2001. We are also proud of the progress of our Internst business, Axelera, which has established a feading

¢ market position not only in the resldsntla/ market, but siso in the business segmant. In 2001, we more than doubled

d the bandwichh of data transmission servicas provided by Matdv. This growth Is malnly driven by our businass customners,

. but we are &lso encoursged by the growing demand emeng residential and small business custemers. The number of

ISON lines ig rising and the faunch of ADSL sarvices was successful with appreximastely 6,200 lines installed.

in 2001, ali of Mardv's llnes of business deiivered autstanding performance agalnst international benchmarks in terms of
qualfty, efficlency, growth rates and financial stability.

We achievad our major objactives and met or excaedad aur key operational and financls/ targets. Qur revenues grew by
8 dynamic 23%, EBITDA margin exceeded 43%, raflecting beth efficiancy imprevements In our businessas (particulany
in the mabile segment) and the significant contribution of MakTel. We ars gerving our fixed line, mobile and Internet
custemars at lower iIncremental cost and manpower and ai lower levals of cagital expenditura. Yet, sccerding 0 market
research, customers have experianced Improving quelity of service.

e We fave put in place & new Group leve! managsment structure to improve Company-wide coordination and laverage more

effectivaly the advantages arising frorm cooperation betwean our lines of business. Wa have increased the Independence

4 [Mscsv 2001 annust report]




in decision-making of certain business lines, bn’maﬂly in the fixed line segrnent, but ako made clear that thay ars accountable

fer delivanng rasuits. In 2001, we placed incragsed emphasis on efficiency improvements, As g resuft, headcount in our fixed
line segment decreased by 17%, resulting in an increase in the linas par empioyes ratio to 316,

During the course of the year, Matdv undsrtook signfiicant expansion steps. Matdv tock ths lead reie in the privstization of
the incumbent tefacommunications operator of Macedonia, Makedonski Telekamunlkacll (MakTel), as a consortium led by
Merdv acquired §1% of the company's shars capital. in 8 damestic expansion mave, we acquired 100% ownership of Emitel,
{he local telecommunications opsraror of seuthern Mungary, which eperatas approximatsly 81,000 lines. | am delighted with
the succassful intagration of these two new subsidiaries, and whh their financlal contribution to Matév's averall performance,
g5 both companles deilversd results that excesded our expactations. M3k Tel alsc brings us 2,000,000 potentlal customers,
and Emitel, 230,000, | would like to emphasize that with the MakTel acquisition, Matdv has proven its abilily to successfully
axscuts its rsgions/ growth abjectives.

2002 marks the beginning ef a new era in Hungary’s telecommunieaticns. The demands and market conditions are now
the same for e/l business fines of the Matdy Group. We aii have to stand cur ground in an sver-toughar compelitive market
and maintain the lesding position of the Matdv Group both In Hungary and the region.

Qur priortty, from a competitive paint of view, is for cur customevs to be abla to make & conscious choice, It is rare
thst a company in g strong feading position has made this possible for its eustorners, even encouraging them to choose
between varicus tanf¥ packages. At this point, our tariff packages have over nalf & milllan subscribers.

We are gware thar the future of Martdv dspends 1o a great extant, on our ability to thrive in the newly emerglng compstitive
envirenmaent in the fixed line segment. We start with s strong foundetian for success here: our praparaticns hgve been
thorough and complete. Retaining our custemers and giving them more efficient service are our top pricrities. We know
that the name of the game Is customer satlsfaction and quality service, and ws ars dstermined to deliver,

What we started in 2007, we will complete in 2002, Qur custamers both In the fixed line and mobils sagmants, sxpect fast
and permanent Internet connection. We intend o rmake the new GPRS based products and ADSL the major market launches
of 2002,

The conditionz driving Internet usage will further improve in 2002, Internet tarlfis are Jower and broadband access iz
spreading fast. It Is the task of Axclero to capitalize on thess opportunitiss and give new impatus to Intemet growth, while
populanzing the concept of bundied telephony and internet services. ) :

Weste! can ioak Yorward to another year of Strong growth driven By intensive market expansion, perhaps the last yesr
where growth will take this form. In spite of increasingly sharp competilon, we are determined to acquire new custorners
proportionats to our market shars. In 2002, we will place equal srmphasis on maintsining market share and on Ina'sa_sing
Westel's prefitabllity.

Finally, let me thank you, our shareholders far your trust. { would like to assure you once again of our maximum
commitmeant to growth and operational excellsnce, and of cur detenmination to create increased value for Mstav's
shareholders, both In the rapidly changing dommestic market and through the exclting reglonal epportunities available to us.

Yours sincersly,

L

Elek Straub
Chalrman and Chief Executlve Officer

[matav 2007 annvai regpert]
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Senior Management of the

Matav Group

The Matdv Greup, having reorganized /s operations along the ksy lines of business according to strategic goels, set new
guidelinas regarding ts management procasses effective from January 1, 2002. The heads of Lines of Susinass (Business
Solutions, Residential Servicas, Intemet, Moblle as well as Network Systems) together with the Functional Areas heads
(Chiet Officers Strategy and International, Financial, Human Resourcas and Legal, Services and Logisies) and led by

the Chief Executive Officer make Joint decisions In the Management Committae regarding the entire Matdv Group.

ELEK STRAUB CHAIRMAN AND CHIEF EXECUTIVE OFFICER, CMAIRMAN OF THE MANAGEMENT COMMITTEE

{57 He gradiated 1 8loGINGCA! erginering 8rky buxinesz dmINEIronon ot ¢ Suekiossi TahNICa! Universty. Mo wariad B Haad of 1Y Oepertment at tho Minlatry of Labor M 1370~ 1830,

Aromm 1980, he sorves pd Hond of IT Divlaen, loter Vice Fregsdant at tho Cantral | Olfice, ond G Adviser haoding tho IT Daveianment Commitren o) Monparian
Eovamment, In 1890, nc Secarmm Sauniy General Menages of IBM Hungary, He wea appelited CEC of Mathy 83 Of July 17, 1555, ke hax tagn marm2or of Masdy's Board of Orectors
o 2Inco June . 1995, and Chnieman of the Bosrd 3imes January 31, 1958, Cralman of Inc Managerneni Comminoo sincy Novemses 14, 2000,

DR. KLAUS HARTMANN CHIEF PINANCIAL OFFICER, DEPUTY CHAIRMAN DOF THE MANAGEMENT COMMITTEE
140) HO grocuBtes in Sconomics InS Aslds o ARG bad an MBA. Fa worked for Asthus Andoraen i Gemrony, and 03 veazwer and gperadionsl caniroller for 3 subsidiary of the D1CL Gravp.
Ho formed Doutscha Talskarm in 1995 a5 Maneger [niarngiianal Sopnsd AMdmais, and became Sesomn Troosurer of (ieou! O, & J0in1 veniurg of DT, Franca Wiecerm and SpAne, in 1887,
o retumed o DT Hidouores in Bann, oiing AE Senler Acvisor 16 he S, in Asrll 200C. He wae elocisd membsy of Malay's Doerd of Diraziors of Do10bory 27, 2000 arm sgpoinms?
Maliv's CFO o3 of Nevembwr 1, 2000 Daguty Chaiman of the Msragamant SCammitog since Advombar )4, 2600,

HORST HERMANN CHIEF STRATEGY AND INTERNATIONAL OFFICER
[45) Ma joired! Doiisane Talokam 03 0 OpOrRUcAd mendger in 1870, In 1990 ha foinad Caulschs Takkarm Hoadouanery, Corperaia SiAlogy ond Roguidrary Folicy. Mrem 1924 Aa was
Aogismm Munaging Birogior tor Sutineas Devsiopmens ine Rinaneo in OT's rogionat Kesdauoneoes In Bingasare, Pram 1998 ho wag rossongim for Sivstagie Planning o tho Sonn
Heoaguuaror ngen. in ADA 1338 Ne jolred Matdy, In charps of Srciegy 4nd Businase Seveicarmont. On Janvary |, 2852 110 wos Gromotes (¢ Chiaf Sesregy and internariana/ Grivcer,
oalng sle o0 Panfelis ons Madv's Broup poicy &n 22A10NE and mecH.

DR. TAMAS PASZTORY GCHIEF HUMAN RESOURCES AND LEGAL OFFICER

140) A gracin i In low BNT GARALIDIAN angineering. Aé [olnod INo Hurrarian Pest in 1585 and since 1980 workod il vDrious B8ORS in IRG hurnan resources aren, Frem 1990 fo wag
Matv Directer of HUMOn Se50Ures Daveicprnant £nd has oesn M358/ 107 MELY'S MR and ama zanonal develaament ACHUTIOL Sver SINCE, Ma vigx ageainied Malby's Deguty

Chisl DHIRG? in July TE5S end CNGT Human Resauwread and Logal Onfcar ae of Aysnudry 1, 1966,

§ [Mzotav 2601 annua! report)
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[ o LASZLO BOODNAR CHMIEF SEAVICES AND LOGISTICS OFFICER
ACTING CHIEF DFFICER, RESIDENTIAL SEAVICES

i

{53 Ha ciomed Rl3 aoroar with Elolk sl Vil i Buxtognar, than joired tha Nungarian FoTt whers ng managed rgonal tvacommiu
. . PISANON: CeUNGRMONT. From 1588 fo 1990 ho waz Diroaror of Hungadin Fell in Sepma. Frem 1990 (5 1998 o wes Sirmctor of Maniv &
Sapron Dl i agcttion he nged Matdv's org POSUUGING prefedl i 19531553, in JanLasy 1099 he Buceme Ciseror of

the WosT Hungary Tocanioa! Dractonmrs and 92 of Mich 16, 1989 he waz sgowintec Muwiv's Chiof Lopistics Offcsr From Janvary 1, 2002
ha iz Ghint Sorvicmy and Logistics Odficor ana Aciing Chio! Cficer. Rasidentia! Sarvicos.

MANFRED QHL CHIEF TECHNICAL OFFICER, CHIEF QFFICER, NETWODRK SYSTEMS
54) Ha manqgod Gparaton and Mintentnea of intamatianil 1mestial ans aetality trersmitalon aytierns al Osutscha Tafakom untl 1664,

. Atmroarcs e waz regional dveqtor far planning . 6! ang of ANor 1939 ha wad /RIPIRAIBI0 for

DOTwO/X FOCCAIIUELIaN Jn Sesioe Gormbry ap whll ax invearmtntz of s techveal division, From 1585 he was ~oad of tie Taohnias!
Bimgiarats of Doutscns Tiskerm. He fained Mty on January 1. 1888 18 Chisf Teahnies! Offies From Janudry 1, 2002 ho ls Chisf Cificer,
Nexwork Byatems.

ZOLTAN TANKO CHIEF OFFICER, BUSINESS SOLUTIONS

{69) A Sucrstt Thohmical Unwversity gracuata 1 olacticn! snginewrmg, N warked rom 1980 83 comAULdr doveiSamenl anglioes i Subidogy

. Rioiareshnial Gyde ang from 1002 i Kilsdnyw Gydgysrenirv Gydr Arom 1584 he noid vartous posiions &t Mosrensohnix ond was promord to
Uce Prasidont in 1687 and Chl! Offizar it sharga of 1bkeemmunizotions b 1900, Hu jainted AMaty in Fabnury 1958 an Dimeicr of Lueness
Communizations and was proms e 1o CYvel S6/os Oficer o 7 comueny 65 of January 1. 2050. From Jenuory 1. Eéﬂ& ho i3 Chint OMoor,
Buzlness Soiutions.

LASZLO DRAJKO CHIEF EXECUTIVE OFFICER, AXSLERO INTEBNET

. 0 Ho ORI in aciicol onginadring at thn Bucagyt Tachnicw Unversity in 1587, He stamed N cares: 85 network anginesr at KFXI rseearh

Instiore for physios, i 1582 no joined Nowoll ELrops Un DU220/d0rT 82 prodilict mantgey, iter eennal manaper 10r Cont! end Eadisw Exvene and

Fam 105 82 Mammging Qresir o/ Maver Nunpiiry. it 1556, ne CecamD Senar monagey of Compda Comaubar Mungaly. farer Gonewa) Managor

fnarteat D4

2 of Compas Can EOB i Munleh, y. From 2008 hn hag tamn G5O of Atdens! AL rearnpest in 2007 wndor 8 row

AT AXOIG INTOInet,

ANDRAS SUGAR GHIEF EXECUTIVE OFFICER, WESTEL MOBILE

165) Ho gracuniad! in plsstieei caginating et e Budipail Taehmich! Unkwcaity, N ximrteet by CRroer 8% CovValGrmant angmenr

at the Secvomecnanitgl valip/al From 1878 he dorvod ar Hungaiy's Miniairy of Ryveign Trade. 1 1985 Ao dacamo Depuly Commaroi/
Loundotior it e Commeeisl 2ocusn &f Mungary's Embexcy in Mow York, in 1543 tw pacama Doty Seners: Dirsctor ot mtsrcocmmranan A,
From 1586 na wao Dopuly Ganora! Managor of Trianapiartro AL In 1991 ha bostma Cansrdl Monaser of Mblial Rdibisidlion Kit

M9 K24 aan CED of Warmr Arani Re. from 1530,

- Sentor Mansgemont of the Matgv
Group ffrem lsf! to righy

LAS2L S EOONAR

Chiaf Services and Logietics Cffcer
Acting Chint Qriicer, Resigentis/
Sarvices

DA, KLAUS HARTMANN
Chigr Finameis! Offiser

Oeputy Chaltmen ef the
Manggement Commutras

DR, TAMAS PAS2TORY
Chef Muman Resourcos ang
Legal Officar

ELEK STRAUB
Chairman and

Chief Exocutive CMoer

Ch 1 of ine AMBnag 17
Committoa

ANDRAS SUGAR
Chiar Exacutive OMesy,
wiasre! Mobile

MANFAED OHL
Chigr Tachmeal Officer
Chiaf Offcer, Nework Syetame

ZOLTAN TANKO
Crlef Officer, Susinase Solutions

HQAST MERMANN
Chraf Sirategy and
Internatronal Officar

LASZLS oRAJKE
Chist Exacutivo Officar. -
Axelers intornat
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ELEK STRAUB
(57) A gredunte in efactrcal englnsening and business adminiztravan, e served ag Head of IT Doparmsri &t wis Ministry
o7 Laber bn 1970-1980. From 1880, he waz Masd of IT Bivwsien, later Vice Prasident a1 tho Central Statisnical Office sre
Governmant Adviser. headlriy the IT Devatapment Cammates of the Hungaran Govomment, In 1950, hs became Cauntry J
Ganeral Manager of [BM Hungary. Me is Ghief Exocutive Officer of Mstdy sinca July 1895 and Qralrman of s
Msnegomant Commizme since Novsmber 2000, Metdv's Diractor sinco Jume 7, 1895, Chalmnan ¢f e Board of Dirscrore
since Janugry 81, 1586,

CHRISTOFPH M. BALDUS
{A5) He hotit 8 Magters dzgres in Eloctrical Enginesving ond Busingss Adminlatration from the Technite) Univerzily in
turlats. Mg has hakd vSrieus Infernationsl managoment oskions in he IT inQustry. Al ixst ma werked for Platinum
Tachnology inc. a8 Managing Director in Gormany and bafors Bhat Ag was Dirmcior e Quisourning Msnagement Servicee
of Dighal Equipment Corp. m Swigsrand and Mermber of the Board, He Joined T-Systems intermations/ in 2001 33 Samer
Eracutive Vico President ror Contral and Esstern Surepa Mawdv'z Direetor sinec Aprt 27, 2001,

DETLEY BUCHAL

(56) Ho notds o law dagres, After having hetd vanioue mansgement pasitions In the bankind Induztry from 1973,
ha joined the Board of the GZ8 Garman Surscéard- und Eurachequasdantrats it 1988, in 1822, he becoms Chairman of
tha Board, primarfly rsgensible for atratagic pianning, marketing and gafes, From 18885 he wss Mumbnr of DeuTsche
Tlekom’s Board of Mansgemant, pasponzibis for Product Marketing. From 2001 he is Sugenvisery Bsard member
Matdv's Dirscior sinco Qotober 27, 2000,

OR. SANDOR CSANY!
143) Ha graduated In Inpnce and deoaunting In 1974 and holds & univerzlty degroe since 1880 andé PPD in soonornics
singe 1886, He Ia financial egonomist, certined price andlyst and chararad Accountant. (8 3tared hts carser at the
Minkstry of Finsnee and iater served at tho Miniztry of Agricuiturs from 1983 az Head of Saction. Frem 1986 he wos
Hsad of Deparnent at Magysr Hito/bank and tn 1588 he became Dapuly CEO of the KEM Bonk, Hs is Chairman
and CEQ of tho OTP Bank since 1992, Matdv's Director since Aprll 27, 2800.

GYULA GANSPERGER
(95) M8 graqustad In fin&noe ot the Budagest Univertily of Ecanamics in 1956, After having served az chigf accounnt
n several firms from 1987, ha becama cunar and maneging dirscrer of Taxery Tax Consuftants and Acsouning Lid,
in 1850, He served az Membsr of inc Supervisory Boary of APV At., Rungary's 8tatz Privatization and Aszat
Mansgemant Caompsny, 1rem 1885, Mg waz sppomted Cnalman and CEC of APV RN, in 1538, Ha it Chalmman and
seting CEQ of Budapast Aircort Ry from 2001, Metdv’s Director sines Qatobar 22, 2000.

8 [Matsv 2001 annuval repore]
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FRIDBERT GERLACH
{44) Afror hiz graduation in talscommunicabions at Agehen University In 1933, ho ateyed thara to work as &n slctrics!
snginsar and, dusing that Mg, complated N studies in busingss adminkstration. From 1887 he hald savors! marage-
ment posiiens within tne intcrnational dvizion of Alestel SEL AG i SIUITgarT, Garmany. He worksd G5 girector for Inten
netoral folnt veniuras at T-Mobil krem 1587, Ha joined Dautsche Toipkem tn 1883 3z Viao Prozidont Rogional Suildwwye:
and Intagration in the Regian Central and Eastarn Suraps and Midciin East. Matsv'z Oirsater since Apnl 27, 2001.

DR. KLAUS HARTMANWN
{40) He gracuated in sconomics and holds 2 P1D and an MBA He worked for Anthur Andlersen in Gsrmany,
&nd forer for the SICC Group as tressurer and opersticral controlfer Ha Joinod Deutscha Telskern In 1835 as Manager
Intemational Capital Markots, and bocarmo Corparate Treasurer of Global Ona in 1897, in April 2600, fe mumad
Ooutacho Tolokam a5 Ssnlor Adviser lo ™ CFO, He waz apgoinisy Man_ﬂ'v'a CFD and Deputy Chatrman of s
Managemant Commae In Novembsr 2600, Mawlv’a Bireotor ainac Qctober 27, 2000.

FRANZ X. MIERGEIST
(B0) Ws werksd for Dautsche Bundaspost Tvecommunications Engincoring Cantar frorm 1968 I the flold of zomslite
COMMUNICRtiona and long torm aludias. Arom 1876, he wae r3pCnsiNe for 18/eRAQNS services /AT opemTans

and nations) saiaifite projects al da Ministyy of Fosis and Ripcommunicadans ln Bonn, Ha & Exocutive Diraaror,

Dormastic Networks, Fisnning and Sysisms gt Deurzcho Tol 'z Geners! Dir A
Matgv's Director sincs Msy 20, 15894.

OR. MIMALY PATAI
(48) Ne Joired the Natonal Bank of Hungary In 1878, and che Flmancial Resaareh Ingtituta in 1978, From 1362 he semisd
T the Ministry of Financo as Oivision Chisk, In 1988, Na bacame Cnairman of tha Board at Baneral Sonking and Trust Co.
Fram 1888 hs warked For the World Bank and IFS, cnd from 1853 for K&M Sank ag Executhve Dirscton Me dacame
Chsirman and Chiof Exacutive Offioer of Bugapast Invagiment Intesmartona/ and arer of Allang Hungdrg insurmnce Co.

In 1586. Matdv's Dirmeter since Apri 28, 1598

MATAV’'S SUFPERVISORY BOARD

Or Ldsz!d Pap, choimon Droter Caazonaflf Gydrgy Varly
Hans Albart Aukes Or Gdeor Gammus BParar Yermas
Dr Manfred Balz Joachim Kregel

JOZBEF S82AB0, reslacwnsy ro the Supenizory Board an Apal 27, 2000, has resignad from his poation offsciive Decsmber 31, 2001,

[Motdv 2001 annuaf report]
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SMOOTH PASSAGE TO THE LIBERALIZED MARKET
Matdv has been preparing for years for the real testing in a fully liberalized Hungarian
telecommunicatiens market. 8y 2001, nsarly halt of our revenues came from aress
exposad o competition. The new Act an Communications that entered into force on
Decamber 23, 20017 brings new elements for customers primarily in the fiald of fixed voice
telephony. From now con), customers can select servics providers for their long-aistance
and Internaticnal calls, Already before liberalization, the number of fixed lines was
surpassed by the number of mobile phones so liberslizatien did not bring drarnatic
changes for customers.

5 aompetive star
in the tharlizad markst MATAY GROUP: IN A NEW STRUCTURE

In antlelpgtion of future changss, Matdy restructurad Its corporate resourees In 2000,
to shift the emphgsis towards the significant growth potential areas and in 2007 adjusted
the structure of the Group to match those changes. As a result, a full-scope and

coordinated Matdv Group offsring the entira range of telecomrmunications services rmet

customars at the baginning of 2002, In the transformed structure each line of business

The now Grup strueturs carries out its activitles Independantly. in fine with the requirements of ite own market
th ' . )
B amantan oy but coordinatad at sategic lavel.

sharehelder waive increase,

THE MOST PROFITABLE COMPANY, THE BIGGEST INVESTOR
Matsv continues 1o hold 15t place among Hungary's compsniss In respect of after-tax
profit. It ajso tops the list in terms of operating profit and profit bafore tax and It also has
the fargsst revenues among the telecommunicstions companiss. Over 10 years of its
apevations, /t has invested about une theusand bilian HUF = cafculatsd at the value whsn
the Investment was made ~ in network development and modsmization. With thls figure

Marav noigs 1s¢ place

among Hungary's Matdv heads the list of Hungarian companias In terms of capital expendftures.,
companies in B Rz 4 key
linée of busingss,

CUSTOMIZED TARIFF PACKAGES
| In 2001, we Introduced numerous new tariff packagss, tailored to the requiraments of
both reslaential and business customers, By cffering the genersily affordable Bdzis

and Minimg! low user packages, Matsv mests lis obligstions also as a unlversal servicss
provider. With Bénusz complementary package customers frequent long distance calls in
a cost effective way. Qur Kentroll was the first prepaid package introduced in Hungary's

fixed line telephony, with nc marmthly and call setup fee. The Cseveglb packaga offers

From 2002, s caorainared

Matdv Greup offering significant discounts for users frequenting longer calls. And businasses are able to
U8 fuil rangs of telacom . . .
garvicas mests custemers, optimize their telephery costs by subscribing to our Aitmus packages.

o]

10 [Matsv 2001 snnust ropore]
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Market Liberalization

Marist coopsration o bonoflt
consumers: Mardv conciuded i3
first petwork interoonnection
agreement in Dacamider 2001.

[e4
Tortat nekik!
Qur waicemns o marker
compeiltion: the final winner will
cartinly bs the cusiomen
+ services,
(o]

have been svejiable since 1985,

THE TELECOMMUNICATIONS MARKET
1S NOW FULLY LIBERALIZED

Pursuant ta the Agt on Cemmunlcations enactad /n June 2001, December 23, 2001
was the official date of full liberslization of Mungary's teleccrmmunivations markst.
Fixed line voice telephony was the last segment of talecommunications to be opened
fo competition. Users can select, efther in an agreement or on a call-by-call bssis,
service previders for their long-distance and internatlonsl calls from among
companies that have made network interconnection agreemaents. The (ibaralized
Hungarian telecommunications sector offers the sams sarvices as any advanced
market economy so this marke? stands as an example In our region,

THE BEST PERFORMING ECONOMY OF THE REGION

Despita an averall slow-down of econarnic growth, the Hungarian economy shows

the best perfonmance in the Central Buropean region. In 2001, Hungary’s GOF grew by
3.8%, which Is twice the average growth rate of the Buro-zone, The number of
unamployed reached the lowest point of the past ten years in 2001: in fact, ths 5.6%
unemployment rate was mors than 2% lower than the Eurcpean Unlon average.

The EU’s regular report published in Novembsr 2007 describes Hungary as a smable,
functioning market economy with & sciid macro-economic situstion. At the end of

the yesr the internstional credit rating sgencies cenfirmed Hungary's rating

in the catagory recommended for investment.

MATAV WAS WELL PREPARED FOR COMPETITION
Matﬁl) waited for and urged the apsning of the market, a8 compstition is nothing new for t)-;e company. Matav's
exclusive concessions in the fixed line voice market have expired, but we have bsen adaping ourseives to the
challenges of open markels for 8 long time s, with the exception of tha fixad line voice services, compsetitors have
been sppearing en the market since 1933, By mic=2001, fixed lina penetration in Hungary was surpsssed by mobile
panatrarion. Liberaiization anly epens the markel in the last segment of telecornmunlecations - in fixed line voice

LEADING POSITION IN ALL BUSINESS SEGMENTS ‘
Matgv can start from a favorable position In the first year of the liberalization. The companias of the Group have
acquired (eading positions in the mcbile, Interret and data eemmunications markets where competition has besn
fully-fledged for years. In 2001, abyut 50% of our revenues cams from servicss provided in 3 compstitlve shuation.
And in fixsd line telgpheny the Matév Group Matdv and Emitel) held over 80% of the market on the eve of market
liberalization. But compethtion actually started earier on the markat of long-distance and international markets
as mobile companies have been putting up competition to fixed line sarvicss In these areas for quite a long time.
The choica of service provider is nathing new in the fixed fina market elther, as Voice-overIP International calls

[Marsv 2001 annual report]) ]3
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Proviging quailty zersices Is
8 way @ Rehipve businoss

Cur clm s tc rotain loading
positians in ail businass
linexs by razponding

to markot chalicnggs and
conzumer Jemang.

Waete! cail opticn
comalatad; 100% Matav
owrarstip of the mobile
Busineas ime contribulos
to Group succesz,

Our Strategy

MATAY GROUP: A NEW STRUCTURE

As a resuft of the organization transformstion announced in Decembsr 2000, the refocus-
Ing of Group operations was completed by the end of 2001, with the sim of adjusiing to
the new aconomic environment, to chang/ng consumer habits, te the advances in tech-
naolegy end to the challenges of the liberalzed market. In December 2001, the Board of
Directors approved the new Group rnanagament structure which promotes the aftainment
of the strategic cbeetives and the implamesntation of successiul business activities by
ensuring efficient operation, Matdv's strateglc management Is performead by the Group
Center. The central functions! eress carry out the geneml strateglc management and
declslon support activities for the entirs Group. The netwark systems agperate the fixed
network infrastructure for the linas of business actually pmvldlhg relecommunications
services. The central service units provide specific services for Group business units

by taking sdvantage of the synergles within the Group.

LINES OF BUSINESS

The new structure rests on four strateglc growth areas of the Group: business solutions
(iP-based and dats communications), residentia! fixed ling services, moblle
communications and the Internel. Similariy to the medel which Deutsche Telekom
successfully implemented in & competitive market, four lines of businass constitute

the basis of oparations within the Matdv Group:

® Business Solutions

® Rasigential Services

® Internet

® Mobile

Thase Jines of businass rest on &n identical scope of sctivities, they pursug Indepsndant
business sctivities In harmony with the strategic objectivas and expectations cf the Group
&and on the basis af the strategic guidelines of the Group Center. This new organization,
which copes affactively with markat cnallangé.s, deﬂves additions! strerigth from its
synergies. The various lines of business can operate more effectively in coopseration
and can be mors competitive in thair own markst.

TAKING CARE OF OUR VALUES AND CUSTOMERS

Matdy is Beginning a "naw lifa" also in respect of its fixed lina nstwork by expanding
broadband services and renewing marketing activities. In the rapldly changing worid
wa continue sesking to make optimum use of aur network infrastructure, tsking
sdvantage of our markst position, 8o as to ensurs the rsturn of investments msde over
a number of years. Matdv wants to keep Its residential custormers as well as Its businass

customers so we are devaloping cotimum tanff and service packages for each terget group,

J4 [Matav 2007 sanual regort]
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Management Mode! of the Matsv Group

SUCCESSFUL INTERNATIONAL AND DOMESTIC EXPANSION
Geographic axpansion Is an important element of the new Matdv strategy. In the framework of this stratagy we have
sucesssfully Integrated inta the Matdy Group two new subsigdiares. In January 2001 & consortium led by Matdv
acquirad majority stake in MakTel, the incumbent telecommunications operstor of Macedenla and MakTel has
become the Group's consolidatsd subsidiary. The acquisition of MakTel has made it possible for Mstdv to become
an international 1elecommunications group. in another step of its geographic expansion strategy Mardv has
purchssed the remalining S0% of Emitel Rt. and in July 2001 Emital was alse Integrated in the Matév Group
as a wholly-owned consalidated subsidiary. Emital Is a ragional carrier of residential and business telecommu-
nications services in South Hungary.

16 (Matsv 20801 snnual repert)
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BUSINESS SOLUTIONS

RESIDENTIAL SERVICES

INTERNET

MOBILE COMMUNICATIONS

INTERNATIONAL SEGMENT

E-BUSINESS

HUMAN RESQURCES AND QUALITY MANAGEMENT
CORPORATE SOCIAL RESPONSIBILITY




Business Solutions

MATAV LEADERSHIP IN DATA COMMUNICATIONS
Matav holds the leading pesthtion in date commurications, § liberalized competitive market for a fong time.
With 81% share, Matdv continues to iead the market of businass communications service provigders previding the
Jargest bandwidth for medijurn-size and large businesses. Mativ serves the majority {51%) of the antire data

eammunications rnarket.

MEETING CUSTOMER DEMAND
In an effort to offer efficiant and high-quality customar care and fast response o any demand, Matdv has been
keeping contwset with ts key customers exclusively through personal account managers since the spring of 2001.
Through aur personal account management activities, wa lsarn and understand the expectations of our partners
and serve them with custernized solutions, We sppear before our customers as a communicaticn partner cffering

complex business sclutlons of refiable qusiity. The Integrated structurs of business lines whhin the Matév Group

helps ensure success in the liberslized business communications markess.

MATAV ADSL

Msatév's brdadband ADSL fAsynchroneus Digital Subscribar Line) service provides lightning-fast Intsmat acesss.
The new solution providas several hundrad kilabit/s connection for usars on the axisting fixed line netvrork.
For a8 monthly fee, customers can use the service up to 24 hours a cday. In 2001, Budapest and major cities wera

s
Tha first phose of
Ihe broacpand ntamet
acca82 Backbane nawork
for unjversiioz was
cermpieted in 2007.

We respond By enhaneing
bandwidth growth 10
market challangse of 03l
communeations.

connected to the sarvice. The great sdvantags of the technology, beyond the jow costs,
is that subseribars can access with it several Internet service providers or the internal
natwork (LAN) of g business. Matév offers the service for partner carnars as Wholasale
Fast Access and for business custorners the BDSL (Businass Digital Subscriber Ling)
service is pravided by Axelero,

NETWORK EXPANSION ON 3.5 GIGAHERTZ

In June 2001 Matdv won the right to provide services also on the 3.5 GHz frequency.
With Its value-goded sarvices provided by using this new technologital solution, Mstév
targets primarily medlurm and largs business users. From 2002, ISDN, leassd line

and IP-basad services will be avaliable algo thraugh this wireless microwave network.
This cellular system, sirnilar in structure to mobile telecommunlcations systemns,

can be installed much fagter than sarller systems and its capacity can be axpanded
very flexibly, Mstdv plans te use the 3.5 GHz system malnly In Hungary’s regions

so first servicas on eur 8.5 GHz network ara 1o be launched in Szeged.

OPTICAL INFRASTRUCTURE FOR EDUCATION AND RESEAACH

On a cenuact with the Ministry of Education, Matdv established g high-speed dats
natwork between six universitias (Miskolc, Debrecen, S2egsd, Pécs, Veszprém, Sopron)
and Budapest in 2001, Now, Matav is establishing & nationwide nstwork on its existing
infrastructure, by using the 2.5 gigabit/s WDM (Wave Divislon Muftipiex) optical
1echnology. a novelty in Hungary. All Hungarian univershies in turn wijl use this
transmission solution 1o link to the pan«European research and education network
(GEANT) with Matdv provicing that conneaction, roo.

18 [Maesv 2001 annual repore)
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SYSTEM AND APPLICATION SERVICES

tatdv’s Business Solutions is based, in addition to Matdv’s business communications
activities, on the information technology and system services of Matdveem. Mardveom
centinued o be the number one player of the private branch exchange (PABX) market,
while It has gcquired considerable marke? pesitions also in the field cf information
technology. Mativeem gntered the application service providers’ (ASPF) marker In 2001
when it seld Its first appillcation service package. The comTr@ck satellite navigation
system, expanded with naw services in 2001, tracks the movements of almest 400
vehiclss ang communlicstes via the GSM network data on thelr locstian, speed snd
directlon of movement. The system, accessible through the Internet, can alse be used for
secunily monitoring. Cerdnat, another Matdv Group member, is offering for retall
businssses the CardHost 1erminal management applicatien for 1asks connectad with
card sceepting equipments (POS tenminals). '

Maldy owne

&A Infrastrueiure ihat
gusranteas the ratention
of aur competites odpe.

[Mstsv 2001 annual repeltl
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esidential Services

CUSTOMIZED TARIFF PACKAGES

The afforoabliity of communicstion solutions Is 8 crucial issue for customers. From 2001, Matév Js offering service
packages developed tc the Users' needs, Bézis is the regular subscription package while the Minimdl low user
package is advantageous far customars who warnt to be accessible. The Bénusz tan?f psckage saves costs for
customers who freguently make long distance calls. Tha Kontroll tariff package is another novelty as Matav’s first
prepald packsge without monthly fee and call set-up chargs. Charging through automatic teller machinss /s also
available for customers. The Csaveg§ is Matdy's first package that rewards with discounts customers who llke

te make long telepheona calls. The Ritmus tariff package offers significant cost savings for business subscribers.

ISDN
Do-ht-Yourself ISDN was one of our 2007 innavations: subscribars anfy have 1o mount an ISDN wall socket to anjoy
the bensfits of the service. Users ean sand and regeive any cembination of voice, data, text or imaga at high speed
end quality through two or more dighal channels. In adcition, they can access the Ul range of call rmansgement
services, The number of calls recelved grew by up to 80% in homss that have an ISDN connsction. This means
eigrificantly mere calls reach customers using actually twa linss through an ISDN channs!. Thanks to aur successful
markating sctivities, the number of ISDN chennsis increased by 47% to 448,000 In 2001, smounting to 15% of
all fixad lines.

NEW CALL MANAGEMENT SERVICES
in 2001, a new color, the Volce Mail SMS, was added to the palette of our call managemant serviess, Subscribers
get an SMS notice on their mobile phene ¢f any new incoming volce mail message. Anether novelty of 2001 is
the Osszhang packags which contains five call management services. For users of our CCBS (Complstion of Call to
Busy Subscriber) service, whenaver they call § busy number, the exchanga will automatlcslly redial and set up
the call when ths line becemes available. From 2001, the Barangols prepaid international ealling card can also be
used ro make International outgoing and IP-based (VoIP) calls. The growth of the intarnet prompted Matév to launch
the Directory Assistance Plus service mainly to assist usérs who nged information from the Web such as e-mall

[Matév 2001 annvsl ropon]




ARER b
T AL, i
\: ,,&‘Ty_ \&% ;.‘3’
el .¢{‘ Eae) ‘i{‘:::,;:",’

and web addresses, sdverysements and sny special knowlagge from varfous

databases. Mstgv launchad the Jelmongd service for desf, heering and speech

impalired users ais¢ In 2001,

We convince our

custormars that Mstdv ic
® CUSTOMER RELATIONS a valus-croadng, profeszioral

and aarng parrar
In 2007, Matdv Pont shops moved into high quality and frequented premises
. o in four cities. These operations compisted the full-scale modernization of our
retail shep network. A research camied out by sn indspendent company in 2001
found that the new Matdv Pont shops rated on average 88+ on the 700-degree
; scale, which shows that our custemers are highly sgtisfied with aur parsanal
custemar care efforts, The 1212 toli-free nationwidle call center service recelves
and handles some 20,000 custemer requests monthly en average. In 2001,
we imtroduced the online fault reporting service for customers, aceessitie on
Mstév's web site.

The Importance of
. ) CABLE TELEVISION SERVICES reurfonstsupgma::::m
comaeITive sauaton,

At the end of 2001, MatdvkabelTV accupied the second place in & muiti-playsr
; cable talevision market with cver 300,600 subscribars. In 2001, tha company
| established broadband networks when intagrating and reconsiructing its lecal
| netwarks. In the sumnmer of 20071, Axelero launched Iis Kébelnet Internat service
E on Matdvkdbe/TV's broagband network in a number of Budagest and regional
} distriets. Kébeiner was accessible ta scrma 50,000 homss by the end of the year
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igh epesd and quslity
1 {SCN channals conmnued to
oo shaw strong groweh i 2001,
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“Internet

AXELERQ: A NEW BRAND

In 2001, Internet servicas were sssigned an outstanding reie within the Matav Group. Our goal for the Internet line of
business is to provide the full range of services satisfying the highsst quallty requiremants in every market sagment.
A new buslness line structure focusing on resldentis] services, corporate efectranic commerce and online content
provision has been developed, the customer cara systern has beern streamlinad and we have launched new products
and services. As an important stap of this procass, the Imternet servica provider of the Matdv Group sdopted

the name Axelero In May 2001 and continued Its activities with & new image. The new name exprassas the primary
strategic objective of eccelerating the growth of the Internst. Axelero offers the Intemnet as a tool of everyday life.

in the long tsrm, we ars shaping the image of an imternationally successiu) provider of eustomer friendly sarvices

" in the global world of the Internet,

STRONG LEADING POSITION IN THE INTERNET MARKET

Axelero has won 8 strong position in the Intarnet services market and has become the market leader in the residential
and the busingss sagmants alike. Axelero is characterized by Lalanced grewth. In 2001, the company increased its

customer base by 89%, which means more than 138,000 subscribers. It holds a market leading 44% share in the dial-
up Interngt market and 60% in the ADSL broadband access market. Among the Hunganan portal gitzs, Origo, offering
centent, search enging and e-mail servicss, continues 1o lead the market also regarding the number of sessians
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and page impressians. In iste 2001, the the site counted on sverage 445,000 visiter sessions
dally with 1.9 million averags page impressions daily. The number of registered Freemail users
mare than doubled to 870,000, Axelero Is the best-known name In Intamet sarvice market

for all business cstegonias. On the basis of subscriptions Axelero holds a 44% slice of the
business marker.

NEW RESIDENTIAL SERVICE PACKAGES
Axelero has developed Hungary's widast residential Internet service portfolio from the NetQuick
prepaid access to ADSL Its products and services are avallable at over 500 points of sale,
which comprize, in addition to Matdv Pont retail shops, an extenslve network of contractad
partners, Usars of Axelsro’s Kombi service package lsunched in June pay the same rate
for access at any time of the day. With the launching of Its ADSL Otthen package in Fabrusry,
Axslgro wag the first in the markst to offer broadband Internet access. The NetQuick package
introduced In May was an upgraded version of the well-known service: customers can purchase
Internet access with an e-mail address online and can alse recharge the package. The range
of services cffsred by Crige site was expandad with the May launch of Career Center
with the offers of the biggest cnline empleyment agencies.

BUSINESS INTERNET PRODUCT OFFERING
In May Axefero as first in Hungary's business Internet market Jaunched
an ADSL service under the nama BDSL. The broadband BDSL psckages
satlsly any Internst=reiated demand of small and medilum size
businzgses. The ADSL Frofessional package lsunched in December
2007 was targsted mainly at small offices. The Webbolt and Wabstand
internet stores can mansge all e-commerce functions and can be set up
simply by lcading with eatalogue data. With tha help of wabED! sawvice
and the e~marketplace, Implemented within the framewark or'

Marketline.hu, cornpanies can use the Internet to carry out onfine
coopemation and alectronic decument interchange with their suppliers.

Avslers lwads bot the
NEW CHARGING MODEL FOR ISPS e i ets
Matév reached agreements In 2001 with five Internet service providers t
holding 80% of Hungary's user markst on the ravarse charging of dial-up
Intarnst access, This means that customers pay the lelecommunicailons
charge for the use of the Internet not to Matdv but to the Internet service
provider. The sgreemants give the ISPs greater liberty tc develop naw,
also prepaid, Internat packages and to expand thair sgrvice range.

A primary strotegic
cbjoorive iz

to acoaicrats tha growlh
of intarnel usage.
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STABLE MAJORITY SHARE ON THE MOBILE MARKET
At the end of 2001, the number of moblle subscribers of tha Matdv Group excesdsd 2.5 millien, ar 25% cf the rofal
(g populstion. With its 20071 performance, Weste! stabilized lts above 50% market share, The company could boast
a market leading posftion In an increaeingly competitive GSM market with a 50.6% year-end share. Weste! is playing
a plonzering role In changing the demestic cammunications cufturs. In 2007, it increased its customer base
by 56%, acquiring 894,000 new customers, On ithe basis of the number of subscriptions, Westel's market share
sxoeeds 72% on tha business mobile markst.

WESTEL CALL OPTION COMPLETED
On Decamber 21, 2001, Matdv closad with Deutsche Telekorn the transaction with which it acquired the remaining
49% share of Westel and Weste! 0660 companias. Matdv pald EUR 920 million for 49% of the Westel stakes and
agreed to pay in 2002 an additions! sum aqual to 49% of Weste!’s 20071 profit dividand, Matav paid the purchase
price from & medium-term Eure loan granted by Deutsche Telekom, Both the capital markets and the investars
praissd this single largest value acquisition in Hungary yet. Westel's excellent psrformance and the growing leverage

24 [Maesv 2001 snnual report]

of the mobile business line make a very powerful contribution fo the success of the Matdv Group.

LEADING POSITION IN ADVANCED APPLICATIONS
in a ploneering vantura in the field of advanced data communications
solutions Both internationally and on Hungary's market Westel launched
the GPRS (Qeners! Pscket Radlo Service) in March 2001 snd rellad it out
to the entire tarritory of the country by August. The latast technology
promatss the growth of the Intarnet and paves the way for new muftimadia
applications. The TaleWeste! interactive voice applications appearsd In
Westal's service portfolio in ths summar of 2001. Westel has strengthened
ita market leading gosition in International rosming; by Decamber
our subscribers could roam 209 netwarks of 91 countries on & continents.

MOBILE CONTENT AND MULTIMEDIA
Contant services play a key rola in the vislon of Westel, Our Wastal+Prase
Information service is URique among the domastic GSM service praviders.
The Wastel+Press Multimédia package is a forerunner of our upcorming
content services ascessible through WAP In another step of contant
devglopment, we have added new features to the services of our 777SMS
site: by using thelr own telsphane book, users can snswer the massages.
AS first In the country, we launched an SMS magazine called GO,
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CUSTOMIZED FEES AND LOYALTY PROGRAMS
The powerful grewth of our customer base Is due primarily to prepaid Domino card
customers., We are offering our Joyal Gold Card customers mebils sat plus subscription
for zero entrance fee. For our high-end custormers we have issued Platinum Cards
offering mors benallts than any previous option. By way of & new festure in slactronic
payment, our customers can now pay their bills using cradit cards.

LEADING THE WAY IN EUROPE
After winning severs! prestigious awards and prizes cver the past yesrs, in 2001
Westel was Hungsry’s first service provider tc recelve the European Quaiity Award of
the European Foungatien for duality Management (EFQM). In Decemoar 2001.
Westel won Deutsche Telekom's Top Team Award honoring the best performing
subsidiary. Wazstel's Inpovation activiiles were recognized with a Dals Carnegie
Mariagement Quality Prize, its sport $ponsorshfp with an Aschner Lipdt Prize
and its corporate attitudas with a Busingss Ethics Prize.

AMar 8avéral pres tgious
Brizes, Wagie! became

& winner of EFOM Eurcesan
OQuailty Award m 2001,

In Mgy 2G01, moblle
Renatyalion excesded tha!
of ixed fings in Mungary.
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International Segment

INTERNATIONAL MARKET EXPANSION

With the acquisition of a cantroliing share in Makedonski Talekernunikacli AD (MakTa(), Macedonia’s incumbent
telecoms company in Janudry 2007, Matdv taok the first stap on the road of Interngtioral market expansion. A51%
stake in MaxTel Is owned by Stonabridge Communications in which Matév hoids an 86.5% shars. The intarnational

pertfolio has proved a successful investment &s i contributed significantly to Matav's growth,

MARKET-ORIENTED TRANSFORMATION

Mardv considers tha purchase of MakTel as a strategic step that craatas rhe possibility for Matdv to become

an imsernational telecommunications group. Thraugh our Seuth-East Europesan investment we can be part of
growth in the region expected in the yaars ahead. In 2001, the single biggest task of MakTe! was to transform

it3 organization structure. On the lines of Deutsche Talekom and Matdv, 2 hew structure consisting of faur lines of
business was develeped (fixed line, mebils, Internet and business solutions), whils MobiMak provides mobile
telephone service ag an indspandent subsidiary of MakTel. Tha organizatien transformation makes it possible

for MakTs! to become & customer-focuged and market-eriented company.

EXPANDING CUSTOMER BASI:; AND SERVICE PORTFOLIOQ
At tha end of 2001, MakTe! aparatad 550,000 f%ixed lines and through MobiMak
It served 234,000 mobile subscribers. MakTel is also the market laader in Internet and
IP-baszed services through iis internet buginess arm MTner, which in 2001 increazed
the number of Internet subscrbers to 22,000. Most remarkable schisvaments include
the launch of the ISDN and the Inrternet tariff packages, the devalopment of a retal!
shop netwerk ano the Jaunch of marksting eampaigns to support sales.

TWO-YEAR NETWORK DEVELOPMENT PROGRAM
2001 was the first year of MakTal's two-year network devatopmant program focusing
on upgrading both the fixed line and the mobile netwerks. Under this program,
relephone maln lines replaced the msjerity of party iines and the digitalization of
the netwark has Blso made fast progress. When compistad by 2002, it will be the first
digital network In the reglon. For the purnosa 6f the IP services, & new P backbons
netweork was put into oparation. With major déve/opmen: projacts implsmanted
in 2001 including demestic and Internstional gateways and a dlightal backbone
network we proviged the additional capacily for the Increased treffic generated by
an axpanding customer bass and the moblie network as wall as tha introduction of

leased line services,

26 [M:ztsv 20601 onnusl rogort)

The intemanons! portaie hag
Proved a suctasshil invesiment
as jt contributed slgrificanty

o Moldv's growsh.

Tha Mzzedonian takecsm
market holde cutsrsnding
Froweh potendal in all Buginess
cagmeants.
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E-business

E-SZIGNO: SECURITY FOR E-BUSINESS

In ling with the naw legisiation on eisctronic signatures which took effect in September 2007, Matdv Jaunched

Its e=Szignd {e-Signature) certification sarvice, which provides far the authentication of electronic signaturss,

thus ensuring gregter security in the efectrenic trangactions of Jarge businesses. Latar on, the service will be available
for small and medium size businessss and residential custorners as well. Under the cooparation agreement signed

in June 2001, Matdv entered the certification market relying on the corresgonding aystem of Deutsche Telekem.

The availability of the centifiestion service Is the basic condition for the development of communication securtty,
s-gommercs, elsctronic soministration and teleworiing. The e-Szignd seérvice provides for users & legally acceptable
elactronic signatura and an “efectranic pereonal fdentity cerd" 80 &s to make their onfine transactions and messages

more secure, v

E-PONT: THE INTERNET STORE

Mardv’s Irernet store called e-Font opened in Dacember 2001, inftislly offering telephone sets and cargs,

but the choice was quickly expandad to comprise the most demanded services such as ISDN and tariff packages.
The online stere can bea reached vig Matdv's web site, Visiors to the Internet store can view the equipment and
service offar of Mstdv and also order any of the products night away. They can afso browse in the telephons eard
shop and buy ths latest talephone cards. www.fokuszeniine.hu, Hungary’s leading intemet bookstere operated by
Axelero, was jaunched a ysar earlier.

MARKETLINE.HU: THE FIRST E-MARKETPLACE

w_,(:, = AT Hungary’s plonsering business-to-businass (B28) electranic commerce systen
i ‘—i was Jaunched by Msrketline in May 2001, Majority shareholder and a founder of
T { I,:.i ‘ the company on behalf of the Matédv Graup is Axelera. Praducts like computers,
i \\, “/ Wk office aquipment, maintenance and cleaning articles, travel/ and marksting servicss
: e [ can be purchased at law cest and simply on the e-markatplace operating on the

internet porial site www.rarketiine.hu. The basic services of the e-marketplacs include

the electrenic catalogue and anline auctions where participants can place bids via
Viriua! end real: Matgy the Internet. The virtual shelves of www.marketline.hu alraady coniain nearly 10,000

Brocucls orderad oning at articles.
&-Forw are deivered to our
cuRISmErs” homas.

ONLINE AUCTIONS QN THE VIRTUAL MARKETPLACE
The aXio anline auctlon markatpiace started operation in May 2001 as a new servics
of the Origo portal site, An Internet auction brings buyer and geller inta diract cantact
with one another enabling to do business at low costs. The auction marketplace Is
3ah escommarcs solution designed to ensure interactivity in the Internet-based
commercial transactions, One cf the sarvices of the onfine marketplace Is the aXio.Live
auction mediatlon grogram, a brigge between canventional auctions and the virtus/
world, Witk its help anyone can viaw ths virtua/ csislog of the auctions from any part
of the warld, {ssue purchase arciers, registar at the auctions and aven bid together

Malsv's exSignarurs servics
enhances tho further grown with thoss physically present st an suction,
of businozs«tosbusingss

COMMOres.
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Quailly sarvitas for
custorners from a qually
and committed team.

New lypes of yaining:
ihs 9+Ac@cemy trining
program pravigss the
Krowisgioe Tor iRpazod
S0RICATINS,

Comparian and
2o0RpRmuSA! in 2901,

Qur empiaysss panicigsed
at thg first Matdv Group
Oympics.
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and Quality Management

QUALITY QRGANIZATIONS AND SERVICES ;
By the end of 2001, 15 Matdv organizations held the ISO 5001 quallty certficate, ‘ i
which means that 87% of the employegs work In certified organizations. Westsl, "
Eritel and EPT also opsrate comprehensive ISO 8007 quality managsmsnt
systems. Thig strong background has cantributed to the fact that Matdv was
Hungary’s first carrier 1o obtain 3 conformity canificate of its services,

In the summer of 2001, sn independent guditing agancy examinad the processas i
and systems of thg cempany and certified that Matdv's sarvices comply
with the quallty requirements. The entire Matdv Group can be prowd that in 2007 J

e market leading mobile cpsrator Westel was swarded the European Quaiity 3
Prize for businass excellence. '

RESTRUCTURING AND OUTPLAGEMENT ,
From 2001, Matdv implemented staff dewnsizing In the fixed line segment :
as § consequence of the organization transformation connectad to refecusing
of Group operations and the Introduction of the new management meds/,

Wa employed the method of cutpfacement. The Importance of the scheme
was that Matév pravided axira resources for re-training of the downsizad

amployses and for the establishment of thrse smployment service offices, thus ¥
heiping employees who left the company but did not ratire, to find new jobs and j“.
to be succassiul in a new career, The employment offices offered legal, business 5:‘?
and psychological consuitstion to former Matdv employees who could chocse ?

from 30 training programs.

EFFICIENT HUMAN RESOURCES MANAGEMENT
Matdv as & company operating with & large staff, has always atrached great
importance to the appropnata management of human resourzes. This activity
becgme much simpler in 2001 with the successiul introduction of the SAP-HR
module in the framework af the mast significant system Implementation project
in Mungary to date, This maduls prevides for the complex IT support of human
resourcas management. The new systern increases efficiency and promotes
cperational excellence, amang other things, In filling positions from insids
the company, in personnel development, in cost and staff planning, reglstration,
recruitment and salection.
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TALENT SEARCH AND CAREER SUPPORT

in the framework of human resourcas management, Matdv ie putting Its staff recruitment and select/on activities

on professional foundations. We are trying to fill job vacancies primarily threugh Intermal compatition snd selection,
for whizh we have developed aprropnate internal communication forms on printed and online (intranet) surfaces.
As pricrity projects, we launched trainee programs, considered the most advanced selection technique. Matdv
attends Job exchanges at universities, tasts spplicants and organi2es cpen days to prasent the comparny to them.
After the traineea periad of several months, the best spplicants will get g job offer. We also launched a young
prefassionals’ development program for the new entrants In the framewcrk of which they can attend further training
courses, professional seminars and small-group workshops.

TRAINING IS KEY TO SUCCESS

Matdv gess the key to sucesss In the development of employsas. Accordingly, for years we have been spending
growing smounts of money and en6rgy on employss raining, mainly in the technlcal, marketing, service and financlal
2r9as. Language education plays a prominent role. Technical training reprasants about 20%, Information technolcgy
traning 25-30%, and marketing, salas and service training 35%. The remalning part congists of management studies,
languegs and othar functional tralning, We fili sbaut 76% of the annual irsining time witt our own Instructers snd
tralners. Qur managers and sxperts alse participate in the Eurgteam and Adept Intemationa! telecommunications
development programs.

[Matév 2001 annual report]
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Mardv Viviedts ang Miniclttd moas
haove develsssd ine Hungary's
largest mase 30cs avents.
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% Chidron‘s drawings for
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4 on the covars of éur 2001
' Fphona directoriss,
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Corporate Social

Responsibility

MATAV SUPPORTS: SPONSORSHIP AND DONATION

Matsv pianeered the role of a rasponsible corporate chizen In Hungary and with its professional successes it has
made a great contribution o the development of sponsarship culture. Our corporate sociai responsibility plays a part
in all forms of soeial, cultural and sducation support snd sponscring activities. A significant part of Mstdv's corcorate
social rasponsiblity is devoted te supperting Hungary's culture, primarily classicsl and nigh-snd pepular musle,
contemporary art and theatrical performancas. In the framework of s donations activitles Matdv helped support
the operations of numerous health end welfare organizations. Qur Charitable Donations Board approvee censiderable
sums, nsary 75 millfan forints in 2001, each year for charitable, social and heafth promotion purpeoses. In the frame-
work of Marav’s program of matching gifts, s aovaly In Hungary, the cempany supplemented the charitable donstions

o of its employees, showing their social raspensibillty, by significant sums amounting to 3.5 million forints in 2001,

DONATIONS FOQR THE NEEDY
In 2007 the floods on the Tigza river affected thousands of Hungarian citizens, Once sgain, Matdv hastened to help
the flead victims; in tha &1 lecallties hardest hit by the naturs/ catastrophe it cancelied the usage fee in the telephone
bills of residential subscribers, adding up to 20 million farints, Matsv also supgerted flood victims by anabiing

donations through phone calls se that rearly & million forints wers raised for residents of fload=stricken locslities

dus to our technical ssgistance,

MATAV FOR CHILDREN

Easing the social and health probiems of childran is a priority focus area of Matdv's
donation activities. In February 2001 Matdv announcsed & drawing competition for
kindergartens. Childran wers invited 1o lilustrste their faverite tsle from Wirad Talss,

§ book Matdy sponsored end donated to them. Each of the 12 winner kindergartens
recelved vouchars warth §00,000 farimts to buy toys and furniture. In 2001, we donated
2 million forints to the No. il Budapest Children's Clinle, which they used to make

the hospltal friendlier and 1o create piay cornérs for the litts patients. The Foundstion
for Chiidren's Surgery Pstients of Miskole purchased a boGy-wsrming equipment used
In operations from a Matdv donation of 1 millian ferints,

MATAY SUPPORTING FOR HEALTH

In 2001, the MELRP Intarnational Medical Foundatlon received 3 denation of 7 million forints
from Maidv to buy a deflbrillgtor, a life=saving equipment used in ermargency care, for

the medical center in Fot. Budapest's Szent istvan Hospits/ received a donation of 1.5 million
fanints, which they too used to buy s defibriliator. The Tumor Surgery Foundation used
Matdv's 1 milfion forints donation to buy squipment for the treaiment of cancer patients.

In 2001, Matév's Charitable Donatlons Boerd awarded HUF 26 miflion ta telephone helpline
services. People in need of help ean raach the helpling services on frasphene numbers.
These services receive tans of thousands of calls annuslly.

{Matav 2007 annual raport] 33




“IN HARMONY WITH MATAVY = AND WITH THE TOP RANKS OF MUSIG

Also In 2001, Matdv appeared before the public as leading spansor of Hungary's music life and its outstanading events.
in 2001, Mstsv continued to act as chief spensor of Barték, the cultural station of the Hungarian Radio, thus
contributing te the creation and maintenance of many prestiglous music programs. in October 2001, the Matdv
Exclusive concert serles offered a real traat for loverz of classical music: the Scala Philharmonic Qrchestra of Milan
undar congduttor Riceardo Mut, Sponsored by Matdv, pranist Gargely Bogényi performed the complata piano works of
Chopin in a sevies of 18 concerts, and Andrds Schiff, another planist of International fame, parformed a series of

& concerts st Budspest's Academy of Music. 2001 was the secand year of Matdv's exclusive cooperstion with Akos,
one ef the most renowned performers of Mungsry’s pop musle,

MATAV FOR HEALTHY LIFE CONDUCT

An gutstanding rnass sports svent of ths year was the Matdv Vivicitd snd Minicind Urban Protection Race in April
2001, organized In Budapest and for the first time algo in Szeged. By sponsoring mass and youth sgorts, Matdv
sueceseds in mabilizing great numbers of people gach year.

MATAV FOR ENVIRONMENT PROTECTION

in 2001, Matdv continued to harmonize environmental cansiderations with the company’s business and service
providing activitles. An impertant mifestone was Matsv's Environmental Policy approved by the senior management
in January 2001. Matdv developed in 2001 the environmentai analysis for tetecommunications products and services,
on the basls of which enviranmenta/ tests can be bullt into the product development processes.

34 [matav 206¢9 annual repart]
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Frequently Asked Questions
Answered by Elek Straub,
Chairman and CEO

HOW DO YOU EVALUATE THE OPPORTUNITIES

OFFERED BY THE 100% OWNERSHIP

OF WESTEL?
Wastel has been an integral part of the Matdv Group since it begsn
mobile operations. Through cur close working relationship and ownership
interset, we have always had an in-depth perepsctiva on Wastel's
slrangths and value, Hence, Mativ was in a very geod position when
it acquired and Ister exercised Its call option for Westel, as we were able
to invest sharefiolders’ flunds in a buginess stary we knew well compared
to other growth opportunities.

Westel has expandsd its custorner base and has maintainsd market
leadership while dellvering sxcellent prafit growth and high margins.

At Wastel, high etfficiency is preserved by strict control over costs
and investments, as well &s through economies of scala.

Waste! is well positioned to benefit from the opgortunitles offered by
the expanding Hungarian moklle market. These encompass not only
raditional cellular voice setvices, but also emerging data and multimedia
products, where Weste! is at the cufting-edge among the operators
worldwide in introducing the latest services.

IN 2001 MATAVY GAINED AN INTERNATIONAL
FOOTHOLD IN MACEDONIA. HOW GAN YQU
SUM UP YOUR EXPERIENCE THERE SO FAR?
We gre pleasad with our decision to bid for the controiling stake
in MakTal. Even taking Into saccount the tamperary ethnic turmoil that
. occurred during 2001, the country still represents an attractive investmant
destination. What's more, the country demonstrated considerable stability, despite the tense situation, anabling Mak Te/
o perform its operaticns smocthly, and making 8 high contributlon to Matsv Group's 2001 EBITDA margin.
Tha talecommunications industry in Maceconia Is at 8 similar stags of development to where Hungary was not
SC many years ago. Therefore, we belleve that by capitalizing on our earfier sxperiance, pained in the successiul
transformation of Matév's cperations, we can create substantial value, establishing MakTe! as & technologically
advanced, market-criented company. Ths first results of our fruitful cocperation with our Macedonian collgagues
can be seen in our financial and ogerational perfarmance for 2001, whera ws reported excellant margins coupled
with superior volurne grow?h,
We remain confident about the strong potentiai of the Macsdonian market, The mabile sagment delivered
spectacular growth in 2001, and we think that, with leveraging the highly successful experlence of Westal,
MakTel wilf cantinue to build a strong prasencs In the country’s expanding mabile markst. Strong upside is expected
from the Internst business, whera we are at the beginning of the development phass.

36 [Mstev 2001 sanust raport)
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On tha whols, we continue 1o forszee bright business praspects in Macedonia, and we are golng full-speed
with the transformation of the company into an efficient and custerner-focused enterprise.

2002 WILL BE THE FIRST YEAR OF FULL COMPETITION IN FIXED LINE
VOICE SERVICES IN HUNGARY. WHAT MAJOR DEVELOPMENTS
DO YQU EXPEGT IN THE NEW TELECOMMUNICATIONS ENVIRONMENT?

Firet of all, let me emphasize, that competlticn is nothing new to Matdy. Bven within the fixed line segment,
our data business and other arsas have been successfully operating in a competitive environment for saveral yesrs.

Qur expecrations for the new regulatory and market environment are based on fwo major factors.

Firstly, we had several yesrs to prepare for the liberalization. We devoted significant efforts to ready Matdv
for suecsss in a fully competitive market. in the fixed voice business, we introduced several tariff packagas to align
our service effering to the calling panterns of various customer prefiles. We offer severs/ value-added services
to address the needs of high-end customers. | bellava that the range and flexibility of our services mot only meet
the exgeetations of Hungarian consumers, but are rated highly even by global industry standards. Therefore,
we are confidert that Matdv is reqdy o face any challenge of dur emerging competitors.

Sacongly, Matdv has always had 8 very strong focus on efficiency, We have been continuously streamiining
our organization and set strict guldelines regarding our caphtal expenditurss. As & result, our cost of services
is slready at a competitive fevel, and consaquently, Matdv is well pesitiened to face potential price compstition,

The new regulatory framewerk also regognizes the fact that the incymbent operators have made significant
Investments ta improve the Hungarian tefecormmunications Infrastructurs. in our view, the new Act on
Communicatlons gels conditions in & way that providas incentives for marke? particicants to bulld & lenger-term
presence snd invest in Hungary's Infrastructure, Thig is beneficlal for the whala Hungaran telecommunications
ingustry, as cempstiters with an exclusively short=term focus often confuse the market enviranment.

On the whole, 8 falr and transparsnt regulatory framework is in the interest of growth and the healthy development
of the competitive market. Based on thie wa are confident that we will continue 1o five up to our commitrnent
to create vaiug fer our shareholders and deliver quslity service to our custemaers.

WHAT IS YOUR PREFERENCE CONCERNING PAYING DIVIDENDS
VERSUS MAKING FURTHER ACQUISITIONS?

The amount of dividend Is of ceurse decided by the Shareholdars' Mesting. In aur view, finding strong, new growth
opportunities is very important for the company. However, we will make further acquisitions only if they represent
additional value far our shareholdears and our strict Investment criteris are met, If we do not find approprigte
Investment targets and our cash generation ramains strong, we would consider the passibility of & higher dividend
in the coming yeare.

An impartant further eonsidaration is that our net debt 1o tetal capital ratio was 48.6% at yesr-end,
and approximately targe quarters cf the total debt of the Matdv Gréup is dancminated In forelgn currencies.
Although we have always controlied our indebledness, we think it is sensible 10 pay down at least some of the debt
to gain more flexibliity In our Balance shaet.
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Management Report
for the Financial Year 2001

HIGHLIGHTS
o Totsl revenues grew by 22.8% (24.4% in EUR termnsg) to HUF 547.7 bn
(EUR 2.1 bn), primarily due to the consoligation of MakTs/ and the strong
growth of mobile end dats businasses.

® EBITDA amountsd to RUF 236.0 bn. EBITDA margin was 43.1% due
to the outstanoing contnbution of MakTal, as wall as efficiency improvements
in mobile operations (Wasts).

® Fixed line segment revenuss grew by 2.3% with EBITDA margin of 37.8%.,
Qur mgjor marksting effort in 2001 was focused on developing and intraducing
2 number of highly customized tariff packages. Headeount dscraassd by
17.2% st Matdv Rt during the year, resulting In a lines per fixed line employes

ratio of 316.
AEVENUE COMPOSITION %)
@ Oomastio ral tiens gervices
@ intemations) wame revenuez
@ Mobhs sorvices
@ Intsrnanons! achvities
@ Leased inss and data trenamizzicn
@ Other sorvicaz

® Mobile segment revenues increased by seme 25%, reaching HUF 198.9 bn
for the year. Westsl cutperformed fs cornpetitors in terms of nat customer
addtions, while at the same time EBITDA margln increased to 38.2% from
37.1% g year earlier Weste!’s subscrber base was 2.5 million at the end of 2001.

® MakTel's revenues raached HUF 60 bn in 2001. EBITDA margin reached

an outstanding 56.4% dus tc continued development in the fixed ling and
mobils business.

38 [marav 2001 annvat report]




FULLY LIBERALIZED MARKET: REGULATORY

ENVIRONMENT OVERVIEW
Matdv’s exclusive righ? to provide intarnational and domestic long distancs
telephany servicss throughout Hungary and local telephony services in 29 of
the total §4 local primary areas expired at the end of 2007. The market has now
besn opened for all potentlal antrants, subject to them meeting certain criteria.
The new legisiation introduces the principle of infrastructure-based competitien.
The regulator acknowlsdges the investments of Matdv, whila at the same time
sncauraging new entrants to furthar develop the Infrastructure of the Hungarian
telecern market, Some of the key slemsnts of the new regulation are oulined
below,

With regard to interconinection, an aperator compating to provids long distance
telephony service must have at least three points of Interconnection aut of the

10 secondary switches In order to be antitiad to have ageess to Matdv's network
&1 the Interconnection fee based an our reference interconnaction affer (RIO).
Othsr competitors nat qualifying under this threshold will have to pay & premium
of up 1o 20% of the RIO feas. Additionaily, there Is no mandatory third party billing.

i
Approximately 50% of our total revenues !&

Y were generated in competitive markets in 2001 S‘i
‘[‘l
The Univarsal Talecam Fund has been established, which shauld compensate h
the Comparny for the necessity Ie provide uneconomical services In accordance qf;-"q ,5@:\ ,,e"a @9 s&\"\ ‘:
with ts universal service provision obligations. For example, this fund gﬁg ! l
can be useo to cover the diffarantial between normal subscription fes levels :zsyg i i
® and low-usage packages. 250 l‘
: |
In line-with practice In most Eurcpean cguntries, 8 price €3 System has also fgg .
been in place in Hungary. While this system contrais the overall level of price 1?3 ! . 5“
01. increase, it does not attampt to contral prices of indlvidual services. Therefors, 0 . li
°® the pricing strategy Is siill determined by the Company. Slightly different ] & \%@ & q9°a m@\ j
regulations apply to residential subscription fees and 1o local traffic fess, coverad
by specified price caps. However, thess could support censin re-balancing efferts (‘:ﬁrﬁw‘f‘, i\
being carried aut by the Compary. ;é
i
® o t\
1
i
®
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Finally, with regard to full fiberalizstion of the telecommunications market I;
Mungary, it should be noted that competition is nothing new to Matsy, although
we mus? of course adspt our business t¢ optimize performance urder the new
regulatory framework. For some time now, mabile and IP-based technolegies
have provided competitlon for fixed line voice telephony. We have been
cornpeting in tha data markst since the 8arly ninstias and almost hat of Mgtdv'e
total revervses were gensraled In competitive marksts in 2001.

& & A\ .
¢ # 3 S

\zsw & N \\h @b & NUMBER OF FIXED LINES ("00Q)

Rasienthl fnclucing payphonse)
2,000 Buzhass
1500 » ’ ‘ ISDN channes
oo )
s0 4 \
0 o - -

& & & s L

FIXED LINE SEGMENT: FOCUS ON CASH GENERATION
AND THE DEVELOPMENT OF GROWTH AREAS
The revenuss of this a@gment graw by & rmadsrate 2,3%. This is Indicative of
& mature markst environment that is also reflected in the penetraticn rare,
which decreased slightly to 39.1% frem 89.5% a year earfier. The underlying
developmant of this segment is mixed, hawever: daspite saturstion in fixed line
voics services, other areas are stlll grewing. Data operations are experiencing
steady growth, owing te angoing strong demand for reigtad services. We ars
on yack to satisfy customer damand for astablished, high=quslity applications
such as managed leased lines and Internet accsss through. ISDN. Additionally,
we have aleo offerad cutting-edge /F-based solutlons and ADSL.
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Throughout the ysar, Matdv 8is0 placed strong emphasis on cost managemerrt
and efficiency improvemants. As a resuil, headcount decreased by 17.2% at
Matdv Rt. during the year, resulting In a lines per fixed line employee ratio of 316.

¢ Fixed Jine voice operatians: cash

generation from a mature segment
Ag pengtration rates have peaked, our focus has been on salling higher qualily
ang higher valus sarvices to customars. As 2 rasult, in 2001, the number of ISDN
channels increased by 47%., reprosenting some 15% of cur total lines. ISDN Is
becoming & mass product in Hungary, which is refiected in the increasing
praportion of residantial subseribers. At the end of 2007, rasidantial customers
accaounted for 22% of ISDN connections, compared to 16% a year ago. In the
fixed lina voice businass, @ major markating effort in 2001 resufted in the
davalopment and highly successful Introduction of a number of custormized tarlf!
packages.

In February 2001, as a further step in re=balancing our tariff structure In advance RS R S
of full competltlon, we increased our basic residental monthly fee by 27% and
our low-usags subscription plan by rearly 7%. Low-usaga customers accountad ::
for 16% of our total residential analog subscribers, The Incredse In monthly fees 25
as well as the strong, volume-driven ISDN subscription raverus growth, coupled 20 L
with rapidly grewing sales of alternative tarlff packages, mere than offset the

|

continuing decline In connection revenues. Hence, revenyes from subscriptions.
connections and Gther chergss increased by 18.7% to HUF 87 bn. 0

@1 @Q% @@ q,@e + )
Domestic traffic revenuss decreased year-on-year by 6.7% to HUF 1238 bn. . ‘
Whils demestie usage Increased by 4%, this was offset by tariff decregses FIXED LINE PENETRATION
at the beginning of the yesr and by the &ffect on revenues of severs/ discount )
package offerings. Revenues were a/so advarsely affactad by a changs
In the call mix, with a higher proporiion of ussge now gccounted for

by the internet.
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Revenues from other usage amoumed te HUF 24 bn, a 9% decling, due to jower
Intarconnaction fees as well as the rising volume of mobiie-to-international traffic
that hypasses Matav's network. The negative impacts of thase trends was
portially offset by the Increased number of minutes passing between the mebile
servica providers and Maidv,

Internationgl trafflc revenues amountsd to HUF 35 bn, down 15.2%. Tha decline
in outgoing international wrafflc revenue Is mainly due to a 15% reduction

in international traffic rates from February 1, 2007 onwards, Intarnationsl incoming
traffic revenue also declined as a result of lower call volumes, A major factor
centributing to these volume decresses IS compstition from managed lessed tines
and Voice=averiP tachnelogy provided by siternative cpsraters.

Data and Internet. growth oppor-
tunities in the fixed line segment
In 2001 fixed line’s engine of growth remained the rising volume of managed
Ieased linas, Internst and cable TV subseribers and ISDN data traffic.
We successiully continugd the rellout of ADSL and the migratlon of analog lines

& ® towards ISDN, which assisted growh,
&P L d
180,000
125.000 Revenues from leased lines and data transmiseion amounted 1o HUF 36 bn
100,060 in 2001, a 28% incrsase compared to 2000. The number of managed legsed lines
75,000 incregsed by 28% o over 11,000, indicating strang and steady demand
50,000 for the product.
25,000 . .
0 [ ] The number of Internet subscribers grew by 39% to 133,000, while Internat tratfic
d & P P& doublso duning the year Our subsidiary, Axefere, holds an astimated 44% share of
R A the gial-up market In Hungary and is the market leader in both the residential and
o NUMBER OF INTERNET SUBSCRIBERS business segments.
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ISDN data traffic jumped significantly as a result of the Increased panstration of
I1SDN. Qur rolfout of ADSL services was a success as well, resufting In 6,200
installed ADSL lines by the end of 2001, Ve currently provide ADSL service in
mast of Budapest and some larger citias in our service areas. We plan to extend
its avallability this year.

The number of cable television customers increased by 18%, reaching more than
300,000 subscribars by the end of 2001, In the current regulgtory environment,
we do not see furthar potentis/ for aggressive growth in this service segmant

in tarms of acquisitions. Ws will thersfore concentrate en our existing customer
base and sfficiency gains.

MOEBILE SEGMENT: STILL THE NUMBER ONE
GROWTH ENGINE AND UNDISPUTED MARKET LEADER

In the mobile busingss, Weste! msintained 1ts positicn as market leader

and achisved strong profits. With the market now penetrating lower incoms
customers, it is crucial to strike a healthy balancs batwean rnarkst share and
profitability, While Westel defanded the challenges to it Isading market share,

ar the same time &t applled rigorous cost-enefit analysis 10 ensurs that further
market perietration s achieved at an acceptable margin. Overall our mobile
subsigiary dellvered excellent parformancs, paricularly glven the very competitive
condltions existing in this market, Our strategy in mobife is 1o continue strong
growth and maintain high margins, Our goal Is 10 retain our market lesdership
and paositioning as the leading quality eperator in Hungary.

Wastel continugd to dellver culstanding finangial and operational performance

in 2001, Revenuss from the mobile segment amounted to HUF 199 bn,

&n increase of 25% eompared to 2000, This growth resulted from a §9% Increase
in the avarage number of Wastsl subsenbars coniributing to Inereasad traffic
revenuses and to 8 rise in equipment sales ravenuss. On the other hand,

the increasing proportion of low-charge traffic within the Waste/ natwark

had nsgative effect on revenues. ’
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Wastal outperformed its compstitors in terms of net sustomer additions, whils
at the same time EBITDA margin In the mobile segrnent increased to 38.2% from

RUNRS A GREN JRY 37.1% & year sarller A significant contributing facter to this excellant perfarmance
50
é5 ] was the careful management of handset subsidies, particulanly in the prapaid
40
5 segment,
sg
25
20 Westel's subseriber base was 2.5 million at the end of 2001, representing
5
;0 a 50.6% share of the GSM marke?, where penetrstion resched 48.3%.
g ' e The Company capturad 46.5% of GSM net additions in 2001, 54.3% of Westel

A A net additions were from id customners, which at year-end represented §7.4%

of our tots/ custemer basa.
MOBILE PENETRATICN
WHWGA(% Desplte this continuaus diiutien of ks subscriber mix, Westel managed to keep

both MOU (manthly average minutes of use per subscriber) and ARPY (monthly
averags revanue per user) at favorable levels compared to the given cireum-
stances, with an averags MOU of 146 and ARPU of HUF 6,346 at yearend.

Within moblle revenuss, enhancsd services showed the highsst growth rate

at 82%, In line with aur sxpectations. Enhanced service revenues, which primsrily
include SMS amounted to 7% of total sarvice revenues In 2001, The number af
paid SMS per month was 18.1 par subscriber compared to 14.8 in 2000.

INTERNATIONAL SEGMENT: MATAV'S FIRST
REGIONAL EXPANSION STEP
In line with our reglongl growth strategy, we successfully concluded our first
crass=border ransaction. In Jaruary 2001, Matdv acquired a controlling stake
In MakTel, the Macedenian Incumbsnt fixed line cperator, which also
has an excellent mobile opsraticn. MakTel has the ability to provide full-rangs
telecommunications services o § market of two millien potantial customers.
In order to provide greater transparency, 8 new organizetional structure has
besn Introduced, separating MakTel's fixed lins, moabils, Internet and business
sofutions.

Revenues from our internatianal segment amaunted to MUF 60 bn. MakTe!

in its first year as 8 mernbsr of the Matdv Group, achisvad an outstanding
EBITDA margin of avar 56%.
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e -Ons of the key components of these excellent resulls was the imprevement
frem In the domestic fixed line business. The fixed line customer base grew by 7.1% te
nance 549,988, and fixad line penatration reached 26.2%. MakTsl took significant steps

during ihe yeer ro ré=balancs its tantf struclure, 50 as ta be mors consistent with
Inoustry norms.,

A further Imgertant growth driver in Macsdonia Is the mebile business, where
a strang foundation has beoen buiit to position MskTel to face forthcoming

ital compedtion from the second GSM operator MakTsl mare than doubled its moblle

@7.4% customer base to 238,820 at the end of 2007, but given that penetration was
enly 11% in 2007, this segment cigarly has further growth potential, In line with
concession requiraments, the moblle business MobiMak has been demerged

ep and become the fully=owned subsidiary of MakTel, with operational autonomy
1thly and its own Board of Directers.

The Internet business experignced similsr growth throughout the year, doubling
the number of Imternet customers to 21,674 by year-end. Thare is still substantia/
growth potential in this segment, given Macedonis's 1% Internet penstration rete
marlly in 2001. )
of
ANALYSIS OF OPERATING EXPENSES
Employas-ralated expenses incragsed by 15.1% to HUF 76.0 bn 83 3 resuft of
wage Increases effsctive April 1, 20071 st Mgtdv Rt., as well as the 14% incresse
in avergge growp headcount. In December 2001, total group headcount amounted
to 16,633, compared 1o 14,380 at the end of 2000. While headcount raguctions 15,000

2¢,000

ke at Matdv Rt. continued. the acquisition of MakTel, added 3,776 employess as of 10,600
. December 31, 2007. Excluding MakTel, the Group averags headcount figure
7 - decreased by 11.1%. MakTel accounted for HUF 6.2 Bn In employee-relatad 5000 4 .
, expenses in 2007, In addition, headcount alse incraased at Westel, in line P @
with the axpanding operations of our GSM subsidlary. Nsvertheles; efficiency < @1 ¥ & p &P r§§9 ’59-\
88 impravements contlinued. Headeount was trimmed by 17.2% at Matdv R,
® rasulting in an increased number of lines per fixed line amployee of 316 compared NUMBER OF GROUP EMPLOYEES
tc 264 a yaar aarlisr.
o
®
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Depreciation and amortizatlan amounted to MUE 116.6 bn, compared io
HUF 94.7 bn in 2000 (an incragse of 28.1%), due to Increassd investmeants

* in fixed assets. MakTal accountad for HUF 7.8 bn in depreciation exgensss
1 ' a In the year ended December 31, 2001. In addition, daprecistion snd amertization

algo includles the amortization expense of goodwill arlsing on the acquisition of
MakTal.

™
o

EAC A |
Paymeris to other neiweork operators amounted to HUF 72.8 bn, comgared to
FIXED LINES PER EMPLOYEE HUF 55.8 bn in 2000 (an increase of 30.5%), mainly due to Increased mebile
penatration. MakTel's intermatonal outpaymants accounted for HUF 5.1 bn

In psyments to other network operators in 2001,

The cost of telecommunleations equipment sales was HUF 39.7 bn, compared to
HUF 34.1 bn lagt yesr, representing an incresse of 14,6%, mainly due to the
increasad nurmber of gross additions st Wasts! during the year, as well as the
Increase In the equipment sales ratio, /.e. the proportion of customers purchasing

& handset, This vpswing was partly offsst by the lower average cost of mobils
handsets. MakTsl accounted for MUFR 2.5 bn of the cost of telecommunications
equipmer sales In 2001,

Focusing on cost management
and efficiency improvements

Other operating expensas were HUF 124.0 bn, comparad to HUF 8S.4 bn in 2000
(an ingrease of 24,8%). Other operating sxpenses include materlals and maints-
nance covering energy and outsourcing eXPEensss, as wall as marksting

and agency fees, on which Matév spent meore due to response to competiive
pressures and support for 8 wider product portfalio. MakTel accounted for

HUF 12.3 bn in other cperating expenses in 2001,
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FINANCIAL CHARGES
Net Interest and other charges were HUF 18,1 bn In 2007 compared 1
HUF 21.0 bn in 2000. The decraase /s due to the HUF 8,0 bn net feraign
exchange gain (including forsign exchange derivatives). This gain resulted mainly
from the strengthening of the forint gua te the widening of the interverrion band
by the National Bank of Hungary. This foreign exchange galn more than offset the
HUF 3.7 bn increasa in intarest expense on foreign exchange denominatad loans
resulting from the higher averags ioan bslance, Total leans and cther borrowings P
increased frorm HUF 188.4 bn at Decarmber 31, 2000, to MUF 453.¢ bn at

NP
w

December 81, 2001, mainly begayse of the lcan taken frern Deutsche Talekem 20

Fimanes B.V. to finance the MakTel acquigition, as wall as the acquisition of

Wesrel. Net intarsst and other chargas includs MakTel's HUF 2.0 bn of i .

nst interest and ather charges in the year ended December 37, 2601, 0 I

S &S
As of Decembar 31, 2007, 70% of the Group'‘s total debt was denominmated

. . , NET DEBT TO
in EUR, 5% in USD and 25% in HUF. Matdv's net debt to total caphtal ratio TOTAL CAPYTAL AATIO
was 46.5% %)

STRONG CASH FLOW GENERATION
Matsv provides increasingly strong cash generation primarily from its mature fixed
line segmen?, which became mare prencuncad after significant efforts taken to
Incrasss the efflciency of capital expenditure. Matdv's managament has revissd
t5 three=yaar capex forecast announced in 2007 for 2001-2003. This amounted
HUF 340 hn excluding capex on MakTel, Matdv now projects capital expenditure
of approximately HUF 105 bn for 2002, including MakTel.

Net cash from operating activities increased by 25.6% to HUF 186.5 bn,

which more than covered total capital expenditure of HUF 127.7 bn, including

& HUF 10.2 bn change in capex creditors in 2007. Net cash used In Investing
activities amounted to HUF 429.8 bn, reflecting capex as well as financing needs
of the acquisitiong of Westel and Mak7si.
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Consolidated Financial ,
Statements

- Independent Accountant’s Report
to the Board of Directors of Magyar Tavkoziési Rt.

Wa have sudlited the accompanying consolisatsd balance sheets of Magysr Tivkbzide! At. (“Matdv”) a3 of Decamber 31, 2000 and 2001, ard
the related consclidsted statements of income, cash Rows and changes in sharehoiders's equlty for each ¢f the three years in tha peried
ended Decernbar 31, 2001, These financial statements are the responsibility of Matdv's mansgement, Qur responsipility i (0 €XRress
&n opinion on these financlal statemants based on our audits,

We conductad our sudits In accardance with generally acceptad audlting standards in the United States ¢f Amanca. Those standards require
3L we plsn and perform the sudlt to obtaln ressonsble assurance abour whether the financis! statements sre free of matevial misstatamant.
An audit inclugias examiniag, en 8 test basis, evidence supporting the amounts and disclosurss In the financlal smtaments. An sudlt also
includes assessing the accsunting pringiples used snd slgnficanr estimates made by managament. &5 wel] as evaluatng the avevall financisi ¢
statement preseniation, Wo befieve that sur audits provids 3 reasonabls basis for our cpinion. ‘

. In our opinion, the consofidated financial statsments referrad to above cresent fairly, in all malterial raspects, the consolidated finantial o
pasiticn of Matsy 3z of Dacember 31, 2000 and 2001, and the consolidated resuits of its operations ard its cash flows for each of the three by
ysarg In the period ended Becember 31, 2001 in accordance with Intemational Accaunting Standards. oS

As discuased In Note 2, the purchase of the additional 45% of Wastel Mobil TavkGziési Rt, and Wesls! Racitelefon K. ras deen accounted
8s 8 Iransacrion batween entitles undsr cammon control and the consolidated finsncial statements have bean restated ss if both Wastal and
Waste! 0860 had been wholly cwnred subsidianes of Mgtdv sincs the date when common cantrol axisted, jiﬁ

PricowsterhaussCocpers o
Konywvizegdld ds (Gazdasdgl Tendcasdd K1t )

Budspest ,
February 21, 2002 i
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At Dgcamber 31,

Notss 2000 2001 2001
(in HUF mittions) {mililon USD;
Arughed;, nate 2
ASSETS
Current Assets
Cash and cash squivaients . 4 75,358 10117 36
Trading investments 5 5,045 327 1
Recaivabies 8 71.251 88,075 318
Invermeriee 7 10,587 18,897 a8
Toral sument assets ' 101,179 111,820 401
1, and
serfod Non-gurrant asssts
‘,&g; Preperty, plant and equipment 8 S61,702 854,258 2,348
Imtanglble assers 8 282,418 366,029 1,037
Assoclates ang ether Jong term Investments 10 74,062 13,183 4?7
quire Other nen-current assels 11 15,065 18,850 &3
ment. Totel non-current ssssts 853,245 992,378 3.557
T gleo Total assate 954,422 1,104,186 3,858
angial .
. : LIABILITIES AND SHAREHOLDERS' EQUITY
Currant llabilfles
ancial Loans and other bemewings. 12 78725 33,607 120
three Trads and other payables ‘ ' 14 83.876 122,126 438
Defarrad revenue 15 3,680 3,430 12
Provision for liabilities and charges 17 11,824 3,520 12
Ated T2l current liabilfes 187,915 162,483 822
& and
Nen=currant liabllides
Leans and othar bormowings 12 716,847 418,763 1,505
Defsrred revenue ) 15 35,845 7,107 25
Deferrad tax llabiny 22 318 1,768 5
Other non-current liabiltics 18 7087 4617 17
. Provision for lisdilities and charges 17 30 0 Q
Total non-eurrent fiakilities 128,000 433,244 1,558
Minesity intsrests 1w 1,228 48,169 173
Sharshoidsrs’ equity
Commun steck 108,738 103,738 arz
Addklons! pald in eapits 22,935 22,855 a2 .
] Treasury srock {127} {188) (1)
R Cumuistive trarsiation sdjustrnent o (2,420 ®
o Aemained esrmings 510717 338,182 1,206
Towa! sharehoidsrs’ equity £37,281 460,300 1,850

Tory/ iabilities and sharsholdars’ equity

854,424 1,104,196 3,858 ¢

o
1-:’4,‘

RTINS

b e g ,...—,_f,-,;l S
W g Rt

,1‘\.k~-

\ .- PRI N . Il
The accampanying netas farm an imegral part of
these conzalldared finsacial staternsnts. '
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Revenuas

Employee-related expenses
Dapraciation and amartization
Psymants 1o cther netwark opesators

d Incom

o PR

Norae

18

Cost of telacommunicstions equigment sales

Other oparsting sxpenses
Yota! opsrating expensss

Operating profft
Net Intorest and other chargss

21

Shars of sssociatas’ rasulfs Lafors income fax

Profit before Income tax

Incoma fax expanse
Profit after income tax

Minerty intarsst

Nat Income

Baslc sarnings psr share

Weighted average number of
common stock outstanoing (milllons;
Net Incams (HUF milliens)

Basic sarnings per shara (HUF)

Diluted earnings per ansra
Weighted average numbsr of
common steck outstanding (milliens)

Numeer of ditutive convertibls bongs (miifons)
Weighted averags number of cammon stotk
oulstanding for diluted earninga per shars {millions)

Net incoma (MUF millichs)
Diluted aamings per ehsre (HUF)

B R R P NI

form an int.eﬁra

¢ Statements

Fer the year endet December 31,

1938 2000 20017 2001

fin HUF millians, sxcapt per shars amoumrs)  fmilllion USD)
Awndudifod), noto &

384,332 425,945 547,735 1,863
(56,830) (88,024) (75.962) 272)
{52, 145) (84,720) (116,822) a18)
(44,184} 55,817) (72,6808) {250)
(22,392 (34.117) (38,107) {140)
(78,450) (89,382) (124,044) (445)
(263,807) (349,854) (428,335) {1,535)
121,131 96,091 119,400 428
(22,133) {0,952 {18,10¢) @7
1,428 2,174 1,703 5
100,426 77,278 107,998 387
(8,817) (7,752) (11,788) (2)
83,515 89,821 36,286 345
(14,883) (2,869) {13,706) (49)
78,632 86,6562 82,560 286
1,087 1,037 1,037 1,037
78,682 86,652 82,560 256
75.81 84,27 79.67 0.29
1.037 1,037 1,087 1,037

a [ 0 2
1,047 1,042 1,087 1,087
78,632 66,852 82,560 286
75.82 63.87 79,81 0.29
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For the yesr ended Desember 31,
Notes 1§98 2066 20071 2007
fin HUF milllors) {milicr JSC)
fupsudioD), Ao R
Cagh flows from eperatirg setivities )
1,983 Opsrating profir 121,137 95,087 119,400 4z3
Dspraclatian and ameruzation §2,145 84,720 176,622 418
. 272) Change in psyables 5,170 7,728 18,873 56
{218) Change in invantory {7,302) {1.634) {3.450) t (12
(260) Change in recsivables {17,310 (12,183) (,587) 20)
(140) Amertzation of deferred revenue {5,607) (4,652) {3,499) 13)
_(4:1_-1 interest paid 17,833) (15,72s) 15,416) )}
(1,535) Commissions and bank eharges (1,847 £.042) f2,420) ®)
Income tax paid (7,838 1B,150) (13,383) (48)
Orthsr cash flows from aperatians 1,550 1,644 {8,700} {20)
Nart cash flows from agersting sctivities 138,485 156,449 196,545 704
Cash flows frarm Investing activies
Capiral expendhtures on tangible shd ntangdie assers (127,678 {182,784} (122,2¢7) 458)
Purchase of investments 3,557) (3,568) (1,740) {6)
Purchaze of subsidisrios 2 0 " 322,813) 1,184)
Cash acquired b4 0 2 8,312 23
Intevast racalved 2,887 2,067 2,141 8
Dividends recsived £26 1,009 778 3
Mavamant in other finsncial 3ssets (2,458) (2,313 6417 22
Pracesds from cisposal of fixed assels 3,804 9,784 8,099 33
Net sash flows frem investing activities (726,460} {145,805) (439,55Q) ,838)
Cash flows from financing acthvites
Dividsnds paid to sharsholders and minorfty interest (11.518) @.a17) (78,508 (68
Praceeds from loans end cther berrewings 245.5d4 281,870 532,464 1,872
Regaymant of laans and athsr bormowings (243.276) (256,955, 273,300 79)
Proceeds from issus of common stock a ! 128 0 0
Purchass of tragsury stock Q {258 @8 [o]
Proceads from gsfe af tragsury stock 1] 104 0 5}
Other 218 587 {125} 0
Net cash flows from financing actlvities (8,034) (5,932) 230,157 825
Effect of foreign axchange rats changes
an cash and cssh equlvalents 0 o 371) 1)
Change In cash ana cash aquivaients 2,971 6,712 3,178} 117
Cazh and cash equivalents, beginning of yssr 3,613 8,584 13,298 a7
Cash and cash aquivsients, and of year 6,584 13,298 16,117 38
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za’az‘ed Statements of Chanoes

in Shareholders Equu‘v

Shares of Commen  Adstiens! Treasury  Cumuistive Rezaingg Torss
cemmon 310k Faid=in stock  tansation Zamings skharehoiders’
Stock capita/ adiustmsn eqQuity
{In HUF millions)
Balanee st Janugry 1, 1959 1,087,281,600 108,728 22,834 130,689 257,245
Cividend . (5,258} {8,298)
Nst income 75,632 78,652
Balsnce at Decamber 31, 1899 1,037,281,800 108,728 22,824 Q0 ) 201,017 327,578
Dividond 5,335) 19,335)
Stock issuance () 77,270 8 121 129
Purchass of teesury stock (o) (256) (256)
Sale of tregswry stack (c) 129 25) 104
Nst Incoms as previously
reperred () 68.783 88,783
Bslance at Decernber 37, 2000 1,087,358.870 108,738 28,955 (127} 0 250,420 366,88<
Acquisition of additional 49% interssr
in Westalz
Equity effect () 26,408 252,408
Net income sffsct (g) 2,711) (2,111}
Balance st December 31, 2000
&ftar restaremant 1,087,358,870 103,786 22,958 127) 0 510,717 837,287
Effact of adepling 1AS 39 (d) 507 501
Dividend (10,873) (10.373)
Purchsse of treasury srock (s) (36) - (36)
Cumulstive Transiation Adjustment {2,420) (2,420)
Acquizltian of saditions)
a8% interest in Wastals
Equity effeet () 247,213) (247,213
Net income afact (g) 7.354 7,384
Net income before tho impseez of
the Wastal transaction 75,206 75.206
Net incoms reported in
the income statement 82,560
Balance at Deconber 37, 20C1 fg)  1,087,358,870 108,736 22,958 (183) {2,420) 356,192 480,300

Of which tressury stock 98,087

Shares of commen steck sutstanding

v
A

st December 81, 2001 (s) 1,037.262,778

et

The accompanying rotas form an, integral gart of thase cansalidated financisl statements + - o
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CONSOLI/DATED STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY (NOTES)

@ in addftion ta the 1,037,358,870 commen stocks at a nominal value of HUF 100 cutsisnding on DecemBer 31,2001, tots!
shareholders® equity inchudss cne Serigs “B* praferance stock at the norninai value of HUF 10,000. This steck is held by the Frime
Minister's Qffice and bestows canairn rights on it ownsr, Including access to infarmation, and the appointment of a Director. This
stack may only be heid by the Gavarnment or lts nominea. The Company has besn autherzed 1o issus 7 million ordinary stocks for
the purpase of fuifliing e abligation In cennecticn with ary conversion of ihe management inosntive program bonds desenbed in
Naore 25.

1] In June 2000, €30.000 sharas of commen stock of the Company ware ragisierad which ware subscribed by Investel (3 conselidsted
subeidiary of the Group). Of these shares 77,270 wers issued culsids the Group for HUF 125 miillan.

(c) During 2000 the Company purchased 128,581 shares of its cormmon stock and sofd 54,827 shares of this common stesk. Thess
trangsctions nasued in a less of HUF 25 million,

(o) The Company adopted IAS 38 “Financlal Instrumants — Recognitlon and Messurement* and has reeognized the cumulative effect
¢f tho change In accounting diractly In equity for the darvstive asset of MUF 589 million with a refated dafsrrad tax lisblity of
HUF 88 million (ssse nots 21),

fe; During 2001 the Company purchasad 21,533 shares ¢f X3 common stock.

[0} in Dscembar 2001 the Campany scquired 48 parcent of the common sharss of Westel and Wests! 0880 (“the Wastslz") fem
Deutsche Telakom {“DT*}. The Company was centroiled by DT so this was 2 transastion botwesn partles under camman contral,
The financial statements heva besn reatatad es If the Westelz were wholly dwned subsidisrias of Mgtiv since 28 March 2000, the
dsrs whan DT scquired 49% of the Westels. Tha conzsideration for the Cormpany's acQuisition of the Wastsls waa financed by a lasn
fram DT. Terms of the loan agreement are describad in Nots 12, The loan agreement was compieted on 20 December 2001. Tre
bock value &f the Company's additional share of net assaets (including goodwill and cothsr intanglbles) of the Wastels on 25 March
2000 A3s been presentod as an increass in equity at 87 Decembsr 2000 {HUF 252,408 millian). Ses Nots 2 far mere dstails.

{0 This ceftects the amertisation of goodwill and intanglble assats of HUF -16,411 milllon (2000: HUF -16.780 millior) rsiating to the
agdibonai 49% sharshelding in the Wastals, the reiated defarred tax of HUF 26 milllen (2000; HUF 456 million) and the ragduction in
the mingrily intersst in net grofit of the Wastels of HUF 28, 73§ million {2000: HUF 14.218 milllon).

th) - The fean agreement with OT was completsd on 20 Decembar 2007 and the rots! consideration paysble by the Cempsny for the
additienal 49% intarest in the Wastels wae transfarred from equity to llabiffles. In addition the raduction of equlty Included dvidends
paid by Wests! {o DT prior to the transaction.

[0} Ths distributabls reserves of the Cormpsny under Hungarian iaw at December 31, 2000 end 2007 amountad ta speroximately HUF
205,000 millon and HUF 255,000 mililon, raspectively.

9] The nat Incoma In 2000 of HUUF 66,652 milllen as reportad in t™a incame sistement comprizes HUR 68,788 million 3s previcusly
reported and an nat Income affect of HUF (2,171) mililon due to the acquisition of the Westels.

W B .
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- Tha secemparying netss form an intagral ;'zarr of these consoildsted financlal &i&mmams. '
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7 Principal actvitlas
Magysr Tévkézids Rt fihe "Company® or “Matév Ar.") with ke subsidianies form the Matwdv Groug "Matév” or “the Group®). Matév & e

principal suppller of telecemmunications services in Mungary. Matdy is 8 Tuli-service telscommunications previcer The Compeny had
exclusive rights through Decembser 2001 to pravide domestic long distance and international public teleohery services throughour Hungary.
C7 ths 34 lpcal concession areas, the Cc:mpsny\hsd axclusive rghts to provids locsl public fixed fine telsphcny sarvice in 31 arass unit
Dscambar 23, 2001. Binca that date, Mstdv {5 subjact to competitlon in these arcas. Mstdv Rt hss axctlusive rights in additonal five
concegsion sreas trough May 2002, whike its subsldlsry, Emitel has axelusive rights in an adeitional three concession argas though
Nevember 20028, Mstsv ls Hungary's largest mablie telecommunicatiens providar thraugh is subsitisries, \azrel Maktill Taviézlési R
{*\Wastel®) and Wesle! Addldrelafon KR, ("Westel 06807). In addltlon, Mativ provides lsassd lines, data transmissian, cornorate naetwork, cable
telavialon, Internet and sells snd lesses telccommunications equipment,

Matdv had 16,533 Rl tme equivalant smployses at Decembar 31, 2001, while a1 the end aof 2000 the numper of emaioyses was 14,58C.

2 Bagls of presentation

The Compeny was incorperated In Hungsary on December 81, 1891 and commencad business on January 1, 1892, The Company’s registered
acddrese ls Knisztina kdrdt 85, 1013 Budspest, Hungar,

~ The conaolidated financial statemams have bsen prepered unoer the historisal eost eonvention, excsgt as disclossd in the accounting
pelicias below, snd in cempliancs whh International Aceounting Standards [*IAS"),

Tha consolidsted financis! ststaments ara shown in milicas of Hungarian Ferints ("HUP™). For the convenisnce of the resder tha
consoildated balancs sheet, inceme ststament and cash flow slatement for tha year 2007 are 8iso presented in milliens of U8 eollars
{"USD") transisted at a rate of MULF 279.03 to USD 1.00 fthe orficial rate of the National Bank of Hungary at Dscember 31, 20071). Thesa
transiations are unauditad. The effec! of infiatlon is slgnificam (1998: 10.0%, 2000: 8.8%, 2001: 9.2%) and should be ccnsidersd in evalusting
tha financial position, rasults of epemticns and cash flows of the Group.

Tre praparation of financis! statements In conformity with IAS requires management to mske estimatee and assumptions that affect the
ameunts reportad In the financial seataments and notas theroto. Aetus! rasults could differ from those Béﬂmszes.

AcqQuisition of the ramaining 49% cwnership in Wastel Mobl) T8vidziési At. (Waste() and Weste! Rédidtalefon Kft. (Neztel 0680)
In Mareh 2000, Dsutsche Telekem finglised the purchase of MedisOne’s intarasts in mobile eperstions in Camtral and Eastarn Surops
inchuding MediaOna international B,V (which owned 49% of Weaste)) and 45% of Weste/ 0880. Al the same time the Company was granted
an option to purchsse the 48% heldings In Westal and Wests/ 0880 from Deutscha Telekom during the fifeen-month cericd enging
Soptombsr 2001, On Dacambar 21, 2001 the transaction was closed whareby Matdv becams a 100% ewner of bath Wastal and Wasts/ 0860,
The purchase price included HUF 226, 750 mitiien (EUR 826 millior), paid in Dacambar 2001, fimanced by & loan from DT as dascribed in Nate
12, plus an estimared aadklonal HUF 12,000 milfien payabls n 2002 equal to 49% of the amount of dividends ro be declared by Wests for
the yesr 2001

The Campany was controfled by DT 50 this was a transaction between parties undsr commen control. The financial statemsnts Aave been
restated as if the Wastels wara wholly owned subzldiaries of Matdv sinze March 23, 20€0, the gate when DT sequirsd 49% of the Westess.
Tha considerstion for the Company’s acqQuisition of the Westeis was financed by & lean frem DT. Tha tarme of the ican agreement are
described in note 12, The Joan agrasment was compietad on December 20, 2001. The book value of the Company's additicnal share of nat
assets finclucing goodwil end othar intangibles) of the Westels on March 23, 2000 has besn presenied as an Incrassa in equity at December
31, 2000 (MHUF 252,408 million).
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Balow e s aummary of the imeact of the rastatsmant on gharaholders' equity snd net incems in HUF milllons.

At December 57,
2000 2007
Equity (exchiding the sffsct the rastatameny) 386,984 448,362
Agjustmsnt in relation to tha Westal asguisition 250,297 257,851
Transfer of consideration payasio o liabilty - 247,213
As rastatad 637,281 480,300

The incraase In equity as of Decembsr 31, 2000 raflacts the Comparny’s agational sharm of the asssis and llablifties fireluding goodwill and
otherimanglblas) of Waslel and Weasts! 0560 at March 23, 2000, which was prosented as equity becauss the loan from DT was not completed
untl Decermber 20, 2001, The docrease in equity in Decsmber 2007 refiects tha /ean agreement with DT which was compisted on December
20, 2007, divislends paid By Westsl to DT prior to the ranssction and addticnal consideration paysbla. The zeagideration payable by the
company wss then transferred from equity ta llablities.

At Decernbesr 81,
. 2000 2007
Net income foefors the restatement) 88,763 75.208
Agdfustment in relation to the Westal scquisitien 2,111) . 7358
Ag restatey 66,652 82,580

The adjustments above raflect the sddltiamal amortisation of goodwlll and Intanglble azsets ef HUF -16,411 mililon (2000 HUF -16,780
milfion), the related defamed tax of HUF 28 millior (2000: HUF 458 million) and the reduction In tha minenty intsrest of HUF 23,738 miflien
(2000 WUF; 14,213 milllon). The minarity Imerest in Weste! and Westel 0660 was efiminstad snd considersd as gart of group nstinceme toth
for 2000 and 2001,

The minortty imarast in the met income of the twe companias

betwaen March 31, 2000 and Desember 21, 2007 wse az follows: At December 31,
2000 2601

Wasta/ 13,587 23,542

Wastel 0660 225 196

Acgquisition of Makedonski Telakomunikaci! AD (MakTel

In Decamber 2000, tha Company, cn dehalf of § consertium, reachad egresmant with tha gevernmernt of Macadonls to purchage 51 percert
of MakTal an Irs privatizatlon. The clesing of the transaction took place on Janusry 15, 2001 whersby tho Company pald EUR 343.3 million
on bahalf of me consortium in ascordance with tha relevant agrasment. The 51 percent swnership acquirsd by Mardv was eontributed on
January 16, 2001 to a newly established Macedonian holding company, Stonebridge Communications AD [*Stonebridge”).

In accardance with 8 subscription and sharehokiars’' dead (“Osed”) betwaen Matdy, SEEF Heldings Lid, ("SEEF"} and CesmoTRlce Addsd
Vialue Services S.A. (“CosmoTslco"), the latter two acqulired a B.) percent and a 7.4 percent ewnership respectively in Stanebridge reducing
Matdv'a investment in Stonsbridgs to EUR 307.5 milifon. Matdv, consequently, has an 86.5 peresnt atake in Stonebrisge, which awns
§1 parcant of Mak7al, thereby Mativ has an effsctive ownership percent in MerTe! a?appraximately 44 percent, The rotal scquisitien cost of
the 44% sffactive owrershis ameunted to HUF 83,380 miltlen.

The Desed provides for a put optica which antiles SEEF fo sall Ite sharas to Matdv on May 15 of each ¢f 2003, 2004 or 2005 er upon
ihe eccurrenice of certaln events at a prise Formula also set cut in the Desd. The formula takes Inte acseunt the purchass price paid by
ths consortium for the sheres, the curant earmings befors interast, 1ax, daprociation and amontizstien (E8/TDA) and the net dept of MakTel.




CosmcTelco and Matav entersd into a call aptlan agresment whereby CoemoTleo has the right to acquire sdditional snarss in Stonebridge
iram Matdv such thet CosmoTeice's holding can e Increased to 28 percent of the iesued share capital ef Stanebridga. The prics for esch
shara is based an Matdv's acquisition cost phug holding costs, Befors the explration ! CosmeTsleo’s calf option on February 8, 2002 Matav
and CosmoTalco amended the aption agreemen as g resuit of which CosmoTsica hss ane more yaar (until February 2008} to exsrcise fr8
option for& 10% ghers in Stonebridge. Matdv pald a foe of EUR 7 mililon in return far CosmoTelzs to let the ogption far the remaining 11.65%
share to expirs urused on February 8, 2002

MakTal hag been a cansolidared subaidiary of tne Growp from January 18, 2001.

The share of Matdv’s ownership in Stonabridge and the share of Stonepridge's ownarship in MakTel reprasent the same shere of voung nghts.

Acguisition of the remaining 50% ownership in Emitel At.

Matdv Rt had been 3 $0% owner of Emitel since ite astablishment and accounted for Emiel s an asseciatad company ip its consolldated
financlal staterments. On Dacember 31, 3000, Matdv Ar. agresd with Achradite BV, the owner of tha cther 50% siake thar it would purchess
the remaining &hares. The change of ewnership was conditionsl on the approval ef the Minister responsible for tslecommunications in
Hungary as well es on the approvsl of the Mungarian Compstition Office, which Matsy pecaived in June 2007, The prics of HUF 13,930 mitiion
- wag determinad on the closing of the transaction an Juy 2, 2001.

The asssts and llabilities of eubsicharias aeguired are summanzed in the table balow:
Wastel and MsaiTel Emitel

Waste/ 0660

(im HUF millions)

Purchsse conslderation:

cash paid 227,503 83,380 13,930
sedltlons! gpurchase price payable 18,000 0 0
Tota! purchase censldsration 233,308 83,380 13,830
Fair value of ngt aseete scquirsd 51,708 32,027 5,847
Gogdwill 187,788 51,353 8,083

Fair vatua of net 3ss8ts sequired:

Cash and cagh equivslants 5,488 az2¢
Traging investments 699

Reecivables 10,086 7e2
inverriory 785 95
Properly, plant and equipment 74,023 10,270
Inmangible ss38te 6,248 177 317
Assaciates (3.234)
Tradc and ather payadies 2,192 {5,788 (1.618
Dsfarred revenus 391)
Lcang and other berrowings 19,681) (1,285)
Net deterrad tax assets (1,124) 2,157 490}
Minarity interests 54,832 (35,963

Equity sdiustment {10,438)

Fair valus of net azsats acquirad 51,709 52,027 5,847
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3 Swatament of socounting policies
f Princiglss of censolidation
The consolidated financial statements includs the financial statements of the Compsny aad its subslelanes aver which the Cermpany hes
effsctive control. inter-company bslancse and trarsactions have baen eliminated in e consslidation.

Associgred companies (campanies for which Matdv has signiicamt influence but not centrel) and joint ventures fcempanies where tha
activity Is subject to foint contral based an & contractual arrangement) ars acegunted for in the consclidated financial statements using the
aquity merhad of accaunting.

g nghts, Business combinations are accounted for according to the purchase methcd of sccounting prescribed by IAS 22 - Business
. combinations.
ocligated =) Cash and cash equivalents
vrchsse Cash and cash squivalents includo cash in banks and &/l highly fiauid deposits with maturities of tiree months or (ez3 and exelude alf
tons In overdrafts,
Jmilllan
(] Finsnelal investrnants

Financia! invastments includs securities issued by the gevemmsnt, the matunitiss of which ara between three manths and one year.
At Janusry 1, 2007 the Group adopted IAS 38 and classifisd is investments into the following cstegenes: weding, helg=to-maturity and

svallable-for-sale, Investrnents that are scquirad principally for the purpose of genorating a profit om shortsterm fluctugtions in orice are
cfassifiad ss trading Investmems and Includad in current assats. Investments with fixed matusly hat the maragement has the imtent and
ability to hold ro mawrity ara claseified 8s hald=tosmatunty and are inciuded in nep-current assets.
Investrnents Intended to be held for an Indsiinite pericd of time, which may be seid in respense 10 needs for liquidily or changss in interast
13,930 rates, ars classified 83 availabie-for-aale. Thess sre Includsd in non-currsnt assets wnisss management Ras the oxprass intention of holding
. 0 the inveatrnent for lezg than 12 mantns from tha balance sheet date or unigss they will need e be SO/d o raise ageraring capital, in which
13,830 cage thay are ineluded In currert assets. Mansgement determines the appropriste classlfication af its investments st the tims of the purchase
and re-gualuares such designation on a reguiar basis.
5,847 Trading and gvailadle-forsaie Investments are subsagquantly carled at falr valus, whife held-to-maturity Investments are carried at
amortized 2ost. Any cranges in the cartying values sre accounted far in the Income statament.
8,083 During the period the group did ret held Any avsllable-for-ssle or held-to-maturky types of investments,
. @) Receivables
826 Recgivables are stared at their recoveradle amount, after accounting for any Impalmnent losses includad In other operating expensss.
Recovarable ameunis sre estimaled taking into account patsnrial delsys and defsuits an paymsants. )
742 Amounts due and receivable from other netwark cperalors are shown ner where & Hight of set-off exists ar.d the amounts are sattled on
sé a net basis.
10,270
@ 37 ta) Invsntories .
3,254 Inventories are stated at the lower of acquisition cost or net realizabls value. Acquisition cost Is calculated on a welghted sverage basls.
1,018)
(397) n Property, plam and equigment
1,263) Property, pfant and equipment are atared at histsrical cost less accumulated depreciation, sxcapt for certain S8asts, which were revalued at
1430) incorperation. Cost in the 2ase of the outside piant, comprisss all exgendituras including the cabiing within customers' premises and Interest
on relatsd loans. When 33315 are retirad o dispased of, the coar and sccumulared dapraciation ars remaved from the sccounts and any
' raiated gain ar /o83 is recognized in tha consollcstad Incoms statement. Meintenance and repairs are charged te axpense when incurred.
5847 Ospreciation is calcuigted on a straight-iine basls from the time the assats ars deplayed over their remaining ussful lives. Matdy regularly

ravisws thess lives for consistency with current development plans and sdvances in technalagy.
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The useful ilvas assigned ars as feilows:

Buildings 10~50 ysars

Duet, cabls and sther cutsicde plant 25~38 years

Teleomans sxehangss 7=15 yoare

Other fixed assets =12 yasre
o intangible assere

Cosls 3ssoclated with devsioping interns! computer software that has s probabie bensfl axcesding the cost beyand ons ysar are recognived
a8 intangible sssets. Sxpendltures which enhance and extend the benefits of computer software programs beyond their onginal
spacifications and ilves is reccgnizsd as a capital Improvamant and added to the origing! cost of the sofiware.

Cocts asseciatad with tha maintenance of existing computer seflwdre programs are expensed as incurred,

Costs gssccisted whh the acquisition of long term licenses ars capitalized Including amy relszed borrawing ccsts,

Goodwill reprezents the excess of the cost of an acquisition over the falr value of the Group's share of the net assets af the ascquirsd
subsidisry/assaciatad undertaking at the date of acquisition. Goodwill en acquisitions is repered in the balsnce sheer as an Intanglbie asser

and Is amartized uaing tha straighi-line method over s a2timareg useful ife.

Intangible assets ars amortized over their raspective economic lives., Tha useful lives of eoncessions and flcenses wers determined based
an the tarms of the underlying anreements. Such asse!s are stated at cost jess amartlzation an 3 straight-iine basls qver the following periods:

Caoncessions and licanses &~25 yesrs

Scftwsre 3-G years

Leasshold imerests § ysars

Customer base and brand=name 2=1Q years

Goodwill on purehazs of subsidianes and aescciates 5«20 years
ig)] Impairmgnt of non-current Bssots

Matdv ragularly reviews its non-currant assets, Including property, plant and eguismant, Intangible assets and szsoclates and cther long-
term investrments for impeirment. Jmpainment losgag ana recognized 82 8n axpense for 8338ts whose carrying vslue exceeds their recoverabie
smount. Impairment lasses are Included in the depraclation and smortlzation line of the Incoms statement.

1} Lopsed aseets

Lessor
Aszars laased out undsr sperating /asses ars included In property, plent and aquipménz In tha balance sheet, They sra depraciated cver tneir
sxpectod usefu! lives on & basis coralstent with similar fleed assels. Rents! income is recognizad on & Siraightling basiz aver the jease term.

Logese
Leases af property, plant and equipment where Matdv sseumses substantially all the Lenenits snd risks of ownership sre classified gs finance
leases. Fimance Jeases are cagialized ar the estimated pressnt valus cf the underlying loaae paymens. Each isase payment I3 allocated
between the llabiity and finance eharges sc as (o achieve a constant rate an the fimance Balsnce outstanding. The corresponding rents!
obiigations, ner of finance charges, are inciuded in gther payables and losns and other berrewings. The intarsst eloment ef the financea charge
i charged e e incoma statement over the Isase period. The property, plant and squipment scquirsd undar finance leass contracts are
deprecizted ovsr the lease Term or the uzaful fife of the assal,
Costz In respect of cpersting lesses ars charged 1o the cansolidated inceme statemant on a straighivline basls.aver the leass term.
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) - Financisl instrumants

Financlal instrumants carred on the balance sheet include cash and bank balances, invastments, raceabias, rade creditors, lessas and
bomawings snd other non current lisbilitiss. The particuler recegnition methods sdepred are disclosed in ths individual poflcy stetaments
asgocisted with each item,

Mstdv adepted intemational Aceounting Standaros No. 38 (IAS 39), “Financig! Instruments: Recognition snd Measursment” on January 1.
2001, IAS 39 raquires that svery darivative instrument (including cerain derlvative Instruments embeadded in etner contracts) be recorded in
the bifance sheat as alther 8n asast or 8 liability messured ar ts fair vajue, The statement roquires that changss in the darivative‘s falr vajue
bs racognizad in earnings unlsss spacific hedge sccounting eritera are met,

Mardv does not spply hedge aceeunting for s fimancial instruments, &ll gsins and lcgses are recagnized in the income statament.
The cumufstive effect of adopting IAS 39 was recognized against the retained sarnings cn January 1, 2001.

On the date 9 gerivalive Sontract is entered inte, the Group designatss csrtuin derivetives as elther (1) a hadge of the fair value of
a recognized assel or fiabiity (fair valus hedgs), or 2) a3 hedge of a farecastad transactior ar of a firm cammitmert feash fiow hedge),
or (3) 8 hecge of @ ner investment in a fareign sntity.

Chanpes in the fair vatue of danvatives that are designated and quslify as falk value hedges and that ars highly effective, ars recorded /n
the inceme statement, afong with any changss In the falr value of the hedged assat or lablilty that is artridutable ¢ e hedgsd risk.

Changes in the fair value of darivativas that ars designated and qualify 68 cash flow hedges and that are highly effective, are recognized
in equity. Where tha foracastad ransaction ar firm caommitment rasulte In the recagnhion of 3n asset or higkdiy, the gains and lasses
previously defarrsd In aquity are tranzfarrad from equlty and Included In the Inftial messurerment of the cest of an asset or ligblllty. Otherwiss,
amoums defarred In squlty are transferred to the Income staternent snd classified as revenue or expense in the sama periods during whlch
thae hedgsd flrm cormmirnent or foracastad transsction affects the income statement,

Hedges of nat Investment in fereign antities sre 3cceunted for simitarly to cash flow hedges.

The fair value of pubficly tradad derivatives and trading and available-fersale securities is basad an quated market prices at tha ds/ance
sheet date. The fsir value of Interest rate swags is calcuigied as the present vaiue of the sstimated future cash flows. The falr vaiue of forwsrd
foreign exchange conracts ls getermined using forwand exchang® market rates ab the balance shest dats,

In assessing the fair vslue oF nen~traded derivatives and other finaneial instrumers, the Group usss & varlety of mathods and makes
assumptiong that sre based en masker conditions existing 3¢ e3ch balanca sheet gate, Other tochniquss, such as estimarad discounred vatue
of future cash ficws. sre used 1o determing fair vsiue fer (e remaining financial Instruments.

& Deferred revenuo
A pertien of fees tharged to customars upon connaction to the fixed line network pricr to Octobar 15, 7887 reprasentad sentrbutions to the
cast of netwerk construction, The capltal contributian slemant of such fees wes daferred and amortized 1o ravenue over the Iifer of the refated
assole, Legiciation wes anactad effactiva Coobar 18, 1937 aliminating rafunds of auch faes and signaling the removal of any capits/
contributicn elernent cf future custormer feee.

Matev’s accounting policies for customer fass ars:

() Connestion feas
Connsction fags are rrestad as deferred ravanue and gradled to revenue in the consolidated income statemant over the pericd the
related aseols are depraciarsd.

(I investrnant contrisution feez

Priar to July 1385, Investrnant cantribution fass were heid as & provision for llebilities and charges dus to thelr Indefinite lagal
refundatilifty. Following the intraduction of new legisiatior ir July 1885, investmaent cantribution fees were refundsble only until June
1, 2000, As the leglsiatior: remcved the indefinits refundabliity provicion, investment centributicns net of a provision to cover future
repayments on terminaticn of services are treated as deferred revenue and are credited &9 revenue in the consolidated incoms
gatements over the periad the related asssts are depraciated.
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{ilj Ertrance fees

Baginning in July 1995, antrance fses replaced both connection fees and invesiment contribution fees. Far entrance fees charged
prior o Octaber 15, 1997, o caphsl centribution porticn of the fog was traated az deferrsd revenue and creditsd o revanue over
the periad the rolated assets are depreciated. The pertion of Mg sntrance fee covenng nor-capitallzed expenses was recognized

8¢ ravenue upsn connection, After Qotober 15, 1987, tne entire entrance fa /s recordsd as revsnus upon connection refiecting the Y
ensrge in ralatad legisiation and the sdvanced davelopmant of the actwark. 1oy

] Revenuss

Ravenues for il services, shown net of VAT and discounts and sfter efiminatad sales within the Group, are recogrized when produsts and
servites are provided. A proportion of the revenus recelved is paid o Sther operarors for the use of their hetworks, whers Spprepriate. Thesga
ravenues and coste are stated grass in thaee consolldared financlal statements. Revenuss esrned from connecting subacribers 3 the moblle
netwark 9re racognized uporn servics activation, Revenue from zale of tefsphone sets Is recognizad upon dellvery,

{mj} Opersting expansas
Resaareh and devalegment as well B8 marketing costs ara axpensed es Incurrsd,

Provisions are recognized when Matav has 8 present legal SF consTuctive obligat/an 3s a rasuit of gast events Bnd it /s procadle thet an
outliow of rescurcgs smbooying scondmic benefits will be required fo aettie the obiigation, and a relilabie estimsta of the amoynt of the
obiigation ¢an be made.

) Forgign currarcics

Menewasy assete and fiabifitles denominated in forslgn surrsncies are transiatad inte the lotat currancy MUF or MKD) at the exchange rates
gt tha bajance shaet date and any unreal2ed exchange gains and losses ars rscognized immaediataly. Gaing and /assas 118t arise an Forelgn
currancy lransactisns and financing sctivities ars Included under net interest and athar charges,

For e Initisl conselidation of forelgn subsidisrias acquired, their asssts and labliltles &t the scquisition date wers Incorporatad into the
consolidatad financial statements after translating the balancas inte HUF using the exchsrge rate prevailing at that dae. The fair value
adfustrnents resulting from the purchase price allocation and goodwill is acoaumted for In NUF,

At yaarand the assets and liabilftles of the forelgn subsidisriss ars transiated into HUF using the exchange rates prevailing on tha balance
3haet date. The incarms statenants of the forsign subsidigries are transisted into HUF using the sverage rate of exchangs during the year.
The transiation difference arising on consoliostian is bookad 3gsinst the cumulative transiation sdjuziment in sharaholders’ squity.

(o) Lasns and other scrowings
Berowings are recegnized inltlatly ot the proceeds recelved, in subzequent perfods they ere stated af amortized coste. Any differsnce
between the groceeds and the redemption valus is recognited in the Incoms statament over the period of e borrowings.

Borrowing costs aré recagnized as an expense ae ncured net of amounts capitalizad. interest on ganeral borrewings I3 eapitallzed as
part of the ¢ost of the refovant fixed assat. up o the date of commissioning and is then amorized Gver the period the assat s depreciated,

) Incams BX
Deforrad sax I3 providsd, using the liabiity method, for sil temparary differances arising berwesn tax bases of sesets snd fiabilitigs &nd their
carrylng values for Financisl reparting purpeses. Currently 8nacted 13z rates 9/ used (C oetermine deferred income tax.

The principa! temporsry affsrances arise from depreciation o prepsry, plant and equiprrent, intangiblz assets, defarrad revenue, impair
ment of recelvadles, inventery, liabliities and charges, govemnment loang and tax Josees carmsd forwsAd,
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@ Penslons and othsr past-retirement banefhe
Maldv had provided pest-retirement meal and othar benefits to their retiress. Undar LAS 18 o expacted costs of these benefits were a¢ervsd
over the period of employment using a single acruarial mathed not tisd ta the funding of the plan. The valuatien of these abligations had been
ocarmlad out using the projected vait cost methad. During 2000 Matdy tanminstad the aravision of such benafts t3 i3 former emplcysss, which
rasultad in the reversal of the accurmulated provision Mo employse relalsd axpenses.

Payments 1o defined contribution pension plans ame necegniced as expenss In the period in which they becorme dus, Payments smournted
10 MUF 1,618 milifon, MUF 1,850 million and HUF 2,082 millien for the years ended Desember 37, 1989, 2000 and 2601 respactivaly.

n Earrings por share
Dasic earnings per shars e calculated by dividing income for the peried by the weightsd aversgs aumber of cammon stacks cutsianding.
Diluted earnings per shars Is calcukated by the trasaury stock methed,

{s) Comparative infermaticn
in arder to malintain consigtency with the current yaar presentation, cartaln tems have deen raclassifled for comparative purpeses.

4 Caeh and cash squivelents

Cash and cash equivalents hald by the Hungsran membars of the Group are primarily denaminatad in Hungarian Forint and concertrations
of cradit risk sre limited e Matdv places XS cash with aubsiantist eradit institutions, Cssh and cash oquivalents heid by the Macedonian
subsidiarias are demominated In Macedonisn Oenars, Euros and In U.S, aoifars.

H Financial investments
Flnanclal investmants consist of trassury instrumante with msturities of hrse to twelve manths, held for trading pumeses.

8 Recelvables . At Decamber 31,
2000 2007

{in HUF minions)
Dornestlc trada rseejvables 74,757 74,336
Foraign trads receivabl/as . : 5,804 2,974
Advances pald for currant 359als v 704 480
" Other receivables ' 4797 3,429
Racaivables from Asscciares 985 868
Taxes raceivabie ‘ 1,278 8277
Other prapaymentz snd sccrued Income 1,600 1,860
89,720 710,724
Less impairmsent loes {18,469) 22,645)
71,251 88,079

The slgnificant inzcreass in forsign trade recsivables is due to tha Inclusion ¢f MakTRl's trads receivebles In the consolidared finanaial

STELEMENntE.
Cuancentrations of credit dsk ralating o trada racelvables are limited due to the large numeer of custamers temprising Mstdv's customer
base and their dispersion acrase many different Industrias and geographic arcas.

[Matdv 2001 aanust reﬂﬁr‘t]




e

{

N
oy e
AL

Change In the composkion of the Group
Adgitiens

Dispesals

Trapsiation sgjustment

Dacember 31, 2007

Depreciation

Janusry 1, 2007

Change in the compositon of the Group
Charge for the ysar

Impairment lossse

Dispazsle

Transiation agjustment

Dscembar 31, 2001

Net book vsiue
Dscamber 31, 2001

Nat book value
Decomber 31, 2000

At Decemeger 31,
The aflowance far impairment loss and changes therain for 2000 ang 2001 sre as folows: 2000 2001
in WUF milliens)
Impairment Ioss, beginning of pered (14,977) {18,458)
Change in the composition &f the Group 0 3,338
Chsrged to expenss (8,176) (6.452)
Utilized 4,684 £,62a
Impainment loss, end of pericd (18,458) (22,645)
7 Inverttorics At December 31,
2000 2007
fin HUF rmiffions;
Canlas, wires and other invertery ' 3,601 5373
fnventory for ressle 8124 70,288
Subtotal 17,725 16.058
Less affowances for obsolets invertory (1,138 (2,759)
’ 70,587 15,297
2 Property, plant and aqulpment
Lland Buildings Duct, cadle Telephone Qther Cagie! Total
and othsr axchanges fixed work in
outsids plant assets  progrese
(in HUF millicns)
Cosr _
January 1, 2007 3,591 81,857 200,887 388,136 80,582 32,558 507,801

SQ 18,853 37,380 45,358 15,000 10,447 123,238

43 7,804 21,870  70.841 15482 (14,115 101,725
(19) (100) (2,240)  {16.484) (5,754 (25,598)
2 {1,008) (2,340) (3,410) 1558) {(510) (8,153}

4112 105506 255077 494,231 111,801 28,350  $89,107

17,065 42118 146,707 46,3171 246,185
3,042 13,608 17,4870 5,183 38,806
3,728 8,778 50,289 19,408 82,576

1,843 1,843

131) (1,718)  (13.807) {6,413) 21.970)
(280) (505) {1.215) (385) (2.745)
16,568 52,873 200,867 §¢,700 344,808

4,112 88,537 192,204 253,364 47,701 28,380 854,285

3,891 - o782 788,281 251,429 44,651 32,558 551,702

Additions to capital work In prograse are shoewn net of transfers 1o aasets in sarvice,

Ineludad in telaphone exchanges at Dacsmber 31, 2007 are assets subjsct to finance leases with 3 gress Lok value ef MUR 1,501 miilion

and nat book valus of HUF 678 milllen,
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Inclugied in talephone exchanges st Decomber 31, 2001 are sssets leased undar operating lease contracts o custemsrs wit a gross book
vaiuo of HUF 8,175 million and nat deck valus of HUF ¢,318 millon. Depreciation for the yaar of thesa assets amaunted tc HUF 1,389 milllon.
Impsirment lossas sre mostly related to anslog cellulsr and secunty menitoring equigment,

-] intangible sssets

Qoncassion Sefwars  Lessehold Other Gaoows Tora/

costs énd Interest  intangibie
llcansez
in MUF millions)
Coost

January 1, 2001 20,141 33,350 7,180 15,285 221,278 303,225
Change in the compesition of the Group 185 421 88 704
Addltlans 1,280 18,987 800 £0,2817 76,168
Disposale 141) (1.800) 1,809) (7.889) (7686 (11,408)
Translation adgjusmment {25) 149) (174)
Decemnber 31,2001 21,480 57,989 £,688 7,548 280,804 368,458
Amcrizatien
Jaruary 1, 2001 2,569 16,826 5,284 6,333 11,617 40,808
Change In the cermposgition of the Groug 51 185 28 a4
Chargs for the ysar 1,073 8,956 Q57 2677 17,681 §1,844
Impairment 453 491 959
Diepossis 8 (1.586) {709) {7,688) (756} (10,7588)
Trensistion adjustmant (5) (20) {17) (42)
Decemper 21, 2001 3,983 24,779 3,423 1,321 28,323 §2,425
Net book velua )
Oscemnber 37, 2001 17,467 27.210 3248 5.225 251,551 306.028
Net boak value
Decambaer 31, 2000 37,272 22,554 3,828 8,902 208,762 262,478

Che amonization sxpense af Intangidle assere Including geodwill is accountad for in the Depreciation and amorization fina of the Inccms

Stsramaent.

impairmen? of software is relsted to the anslog cseliulsr aerivity, whils the Impalmmant of goodwill is rafsted to investments In various

subsldianes,




Assacistes snd other long tarm investments For the yaar endec Dezamber 31,

2000 2007
{n HUF millicns)

Opening balancs of agseclates 6,53¢ 8,430
Additiens to 8380CiRGS 1,132 300
Shars of asseelates’ profit before tax 2,172 1,708
Shara of assecistes' corporate kX (229) s7)
Dividend gaymenta (1.009) (775)
Dispossifs o (188}
Asscclates becomming aubsidiarics (184} (,234)
Cleslng balance of assoclstss T 8,438 6,209
Other long tarm Investments 5,624 6,990
14,062 13,193

Qther long term investments inelude Inans given to sssoclated undertskings and thind pardes classifed s ariginated losns ynder (AS 38,
The aseociated cermpaniss, whess results sre included In the table above, are gl insfuded In the fxed line segment (note 29).

11 Other non-current assots ° c- At Dscember 31,
2000 2001

(in HUF millions]
Deforrad tax asest (note 22) 3,188 3,816
Asgets heid fer dispesal 4,932 3,725
Cmssecurrency Interest rate swaps 0 2,671
Prapaymants falling due after 1 yesr . 2,864 4,978
Other non-current a82€1s 4,081 3,850
’ 15,065 18,850

Darivative. assers (eross-currancy interest rate swags) in an amount of WUF 1,502 million wera offset against the undsrlying bank loans st -
Dogemear 81, 2000 (see note 12). In adéition to this amount HUF 883 millien was recognized on sdoption of IAS 39 on January 1, 2007 '
against retalned samings to reflact the fair vaiue of the cress-curancy interast rata swaps in the balance sheet ..

Cross-curancy imerest rate awsps on December $1, 2007 imscluds the fair value of the swap agreemants deseribad in note 13. : ",“'-;

12 Loans and other dborrowings At December 31, e
: Netas 2000 2007° NG
(in HUF miltians) TN
Bank lcans @) 166,331 127,083
Soncls b} 20,228 25,217
Loans from Relared parties i () 7] 300,908
Finance Jaases 1,214 gge
Other 1,583 7,254
188,266 453,370
At December 51, 2001, principal repayments fall dus In:
afrer
2002 2003 2004 2005 2006 2006 Tata/
Toal 53,607 273,812 40,451 10,264 77,858 11,5738 483,370
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The affective barrowings casts (fotal interest payable and ather charges) for Matdv's foans erd berrowings wers 14.4%, 12,7% and 7.5%
for the years ended 1958, 2000 and 2007 raspectively. The weighted &verage imerast rate on shor-term barrowings (denominated in
Hungarian Forints and foreign currencies) was 72.7% In 1999, 6.88% in 2000 and 5.81% in 2007.

fa) Bank leans Af Decambsr 51,
8ank loans analyzed by eurrsncy are 85 follows: 2000 2001

in HUF mifliens)
RUF 80,875 88,158
EUR 74,238 17,888
vsh 12,720 21,020
Nst hedging pssition N.502 o]
165,331 127,083

Bank toans of HUF 87,432 milllon at Decembsr 37, 2007 wars subject to variable Interest rates. Varabie rate foans raissd In Hungarian Forint
gre subject o laterast raigs betwaen $.75% and 11.17% and are based on varioue rates, including BUBOR (Budapest Interbank Offared
Rate), yield of treasury kills and the rate quored by the National Bank of Hungary. Funds ralsed in foreign currengy with varable rstes are
subject tu intarast rates between 4,78% and 8.7% generally based en LIBOR pius a margin. Tha renmining forsign currancy Bank loans wers
subject to flxed intersst rates betwoen §.99% and 8.5%. Tha bank loans have matuntiss ranging fram 2002 o 2011,

Includsd in bank loans ara loans fram the Werld Bank and the European Investment Bask (eollactively known as “IFls” = Intemational
Finance Inatutions) tataling HUF 42,095 mitien and HUF 38,489 milllon at December 81, 2000 and 2001, raspectivaly. The majorty of these
foans sre taken in foreign cumency, which sfe subjact 1o Interest rales of between 6,99 % and 5.6% with matusitiss ranging frem 2005 ts 2019,

Included in bank loang is a USD denominated loan smounting to HUF §,518 milllon that is subjact to interast bssed on & fixed rate of
7.05%. Tris foan is subfect tu a cross eurrency interast ate swap arrangament, which is daescribed In note 13,

Inciuded in bank joans is & USD denominated loan armounting o MUF 5,710 milllon that is subject 1o indarast based on a fxed rate of
£.56%. TS oan Is subject to & cross cumency swap sgreemsnt, whieh I3 described (n acto 13.

On the adoption of I1AS 38, Mardv caculatod the fair valus of the ebcve mentionad Twa swag agrasments, As g resuft of the calculation,
the falr valus of the swaps excesdad the value of the net hedging position by HUF 588 million, which was recognized s an asset sgainst
the retalned esmings as of Jenusry 1, 2001, The vaiue of the net hedging pasition (HUF 1,502 million) and the HUF &89 milllon tegather
reflected the falr vatue of the swap srrangements as of January 1. 2001 and ars now disclossd as cross-cumancy Imerest rate swaps smong
other AeN=cumant assets, .

Loans rotaling WUF 24,554 mllion and HURF 27,550 milllon st December 31, 2000 and 2001 are roll-cvsr foans whiek can be prepaid st
any ¢rme and may be drawn dawn in one ta six month rofling pericds. Rowevear, the faciity under which the foans ere grovided Aave final
regayment dates faling due after one ysar and are, therafors, classificd as long-tamn,

Group I0sn agresmeaims Contain covenant restrictions that - eamong cther things - require meintenance of certaln firancial ratles. Breach
of thoss covenants would make MUF 88,57¢ millica due and paysbie in 30 days If not remedied, At December 31, 2001, Matdv was in braach
of 9 covenant spplisd in ons sgreement. The covenant wes based on a dsbr-agulty ratio, in which equity was deflned 3s nst ef the boak
valus of Intangible assate. Due 0 the substantial amount of goodwill assumned on the segquisitian of Westel's remalning 49% srake, the book
value af intsngible assets te de nattad against e Group's sharehoiders’ equlty Incraased significantly, whils the net debt aleo increasod as
the acquisitions were finsnced fram isans {note 12/c). Hewever, Matdv agreed 3 one manth waiver from tha partner banks to re-negatiate
the terms of the relovant covenant. The Company ranagotiated the ferms of the leans and cams to an sgreement with the lendars in Janvary
2003, as a result of which tha debteequily covsnant was replaced with a debtEBITD (esmings befors interest, tex and daprecistion)
covenant, with whizh the Company was in compliance. In 2002 three other agrecmants were madified with the same tarms,
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) Bonds
On Mareh 24, 1888, the Company cempistad wo domestic bond offerings, A ene=year bond cffering in the total amount of RUF 5 dilliar:
was fully subscribed and sutsequently mpaid an March 26, 1589, The ather transaction inch/dsd fiva-year Sends with 2 total ameunt of HUF
10 billion with Intersst payable semi-snnuslly at an intersat rate of S0 basis poirts over the average yield of the jast (hree auckians of S=month
Hungarian Tressury Blils,

On Jure 22, 2000 Matdv lsunched & HUF 45 billien bong program. This program aliows Matav to iseus fixsd, flogting cr zero coupon bands
with matunties of betwesn 1 and 10 ysars. On July 12, 2000, Matdv issued s three-yaar, fixad rats tranchs in the nomins! amount of HUF
10 biilon. Ths bonds were sald at an sverage price 51 basis points over the 5-year Wungarian Treasury Bills. On March 21, 2607 Matéy Issusd
8 2.5-yaar fixed rats 3.26% bonds in the nominal amount of HUF 3 billion, The bonds were sold st an aversge price 74 basis points over
the 3-year Hungsnian Treasury Sills,

fe) Lasne from reiated parties
For the acquisition of a 44% staks in MakTel, Matdv received 8 loan of EUR 301.5 mililan (HUF 75,985 million) from Deutsehe Telekom Finance
8.V, on Janusary 15, 2001, The loan is based on 8 variable rate of EURIBOAR+30 basis points and repayable in one amount on January 27,
2008, interest payments 8re due samisannualiy.

" For the acquishlon of the remaining 48% stake in Weste), Matdv racened a Joan of EUR 920 milllon (HUF 228, 750 million) frorm Deutsche
Teigkomn Finance B.V. an December 20, 2001. The loan is basad on 3 variabis rats of BURIBOR-S0 basis paints and repayable In ans amount
on August 14, 2003, Interast payments are due qusrterly.

(d) Credh factlities and pledges
At December 31, 2001, Matdv had urdrawn commintad credlt facliities of HUF 20,372 millien, These credi facilties, should they be drawn
down, are aubjact to B interest rate of LIBOR, BUBOR and commercial floating bank prima rates plus 3 margin degending on the currency
and Institution providing the faciiltiss,

There are pladgss on recelvables for foans totaling HUF 8,178 millian.

13 Quantitstive and Quslitative Information about Financial Instruments
Flaanclal Instruments carried on the balance shest include cash Bnd bank balances, investmants, receivables, trads crediiors, Isasss and
bortowings. Matsy Is also a party to financial instruments that reduce sxposure 1o fluctuations In forsign currency exchangs.

Matdv is exposed to intarest and foralgn exchange reta risk associated with ts debr and antlalpsted transactions. Matdv hss no significam
concsnirations of eredit nsk, The functional accounting currancy of Matdv is the Nungsrian Farint, therefora Matdv's objective I3 tc minimize
the levs/ of its financial risk in Hungarian Fornt terms: [

Marsv /s expossd to financial markst nsk through Intsrast rate fluctuations, This is dus fo the fact thsr ehanging intarast rates in the U.S.
and Wastam-£Euraps affect the fair valug of fixed rate debt. Ta control interest rate risk, 3 combinstion cf fixed and fiasting rate gebt ig used
within the ferefgn cumrsncy and WUF portfelios. in the caze of foreign debt, Matdv maintsing a balsnce datween fixed rsie and vanadle rate
dobt. Mainly flosting rate instruments ore Lsed in the cage of Hungarian Fonnt debt due to decreasing interese raras.

Matdv is expossd to forcign exchange riak raiated ta fareign currancy dabt and foreign excrsnga payments (ie. intermstional third party
tslacornmunications carmers and caplsi expenditure). To reduce foreign axchango risk, Matdv's debt portfelio guigelines limit the individus/!
classes of currencies In the dett portfolio, Matév sims 1o Increasae the proportion of its borrowings in klungarian Rorint a2 the Hungstian
caphal markat develops. Mozt of Matdv's fareign exchange debt porttalio Is denominated in Eure, The National Bani of Hungary lifted the
devaluation of the Mungsssn Forint agsinat the Eurc in Octobar 2001 after widening the Intarvantion band from +/-2.25% to +/=15% as of
May 4, 20G7. The introduction of this new Fereign exchange regulation increased tho foreign exehange risk of the Group SIgnImEsnily.

In 8000 and 2007 Matsv aceasionally entered into derlvative contracts for hedging purposes. Thesse faraign currency forwsrd cangracz
Snd swap arrangements wers taken (o reduce the exchange rete nsk of debt repaymeants or to 8djust the gurrancy structurs of the debt
portfaliv to mateh that uscd by the National Bank of Hungary (Eurc) in its management 8¢ the Hungartsn Farint. Using dertvatives to change
the debt portfolio's compasition serves © reduse eross currancy risk.
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Derivative Instruments are fimited to forsign cumency forwsrd contracts end swap agreements that are recognized 3t sost in the financls!
statemnants on incegtion. In arder to gartially hedgs the foreign curmency axposure on cartain DEM denaminsted debtz, Msidv has entersd
intc short term foreign currancy forwards to purchaze DEM for HUR Ae theee forwsrds excire, new shom-tarm ferwards are earerad into
in order to maintain & hedge of approximaraly S0% of thc principal balance of the dedL Iy the casa of foreign currency forwsrd comiracts,
any increase Or decresse in the amount required tc settle the lisbliity net of premium or discount is off-ser by & cormesponding maevement In
the valus of the forward exchange canzract Gaing and fosses on derlvative positions ars baoked agsinst the gain or Iass on the ralatsd
vndarlying positions being hedged. in 2001, losses of HUF 1,001 milllon were recognized In the statements of income related to forelgn
currancy famward contracts, As of Decermber §7, 2001, Matdv Fad no epen foreign currancy forward posiiens,

Included In bank foans is 8 USD denertingted Ioan amounting to RUF 5,879 million that Is subject to intsrest based on g fixad rats of
7.05%. Thiz ioan is subjoct to 8 cross currency intarsst rate swep srrangemant which emidas Matdv 25 recoive USD interest and princlpat
Gaymants at fixed rates, and obliges it to pay EUR intorest and prineipal repayments at flaating ratas of tho EURIBOR rate plus a margin of
0.65%. The EUA grincips! payments sre fixed at a rate of 1 EUR & 1,0777 USD. The tming and amount of the USO payments to ba recaived
sxactly match the underlying payment cbligations on the USD foan. In 2000 Matsv sceounted for intsrest and foreign axchange movements
on these loans at the EUR r3ee. As a rasult, tha vaite of the ret hedging position 3t Decsrnpsr 31, 2000 amounted to HUF 873 miliien.

Included In Bank loans is a USD dsnominated lean amourtting to HUF 5,710 milion that Is subjsct (o interest based on 8 fixed rate of
6.56%. This losn is subject to & crass currancy swap agresmenit. This swap Sgreement emitles Matdv fo raceive USD interast and prncica/
payrmants at tixad rates, and obliges It 15 pay EUR intersst snd principal payments at fixed retes of 5.17%, EUR princlpal payments are
datarmined secereing to the EUR aquivalent of the USD principal payments at a rats of 1.0277 USD/ELIR, The timing.and amount of the USD
payments received sxsctly match the undenying paymant obligations of the USD foans. in 2000 Marsv accountad for Interest and forelgn
exchange movemaniz on these Inans at the EUR rate. As 8 result, the value of the net hedging pesitien at December 31, 2000 amounted te
HUF 831 miffion, )

The tws foans dascribed above are accountad for as USD /oans, whilg the fair vaiue of the swap agresments Is asecuntod for separataly
as denvative assets end is disclosed in other non-current 388sts in 2001,

The financial agsat portrolio is reiatively amall compared to the dabt partfolle of Mstiv and jncludss only shart tarm, marketable securities
with acdve secandsry markets to ensurs lquidity, Mstév mitigates cradl rizk by investing only in high quslity seeurities,

As af Deesmber 31, 2001, Matdv's cash batnee included HUF denorminated eash equivalent instruments with 8 value of HUE 3,491 millian
8T 8n aversge hxed intgrast rate of 7.17% and MUF 1,627 millon In variable rate instruments with an sversgs intersst rate cf 7. 16%,

Finsncsal investments of HUF 327 miliisn were held in fixed rate Instruments st an average interast rate of 9,75%.

The net carrying amounts of financial 3ssets including cash, investrments, recsivables and paysbles and finance lsgss abligations reflact
reasonabls estimates af falr value due te the reiatively short perlod to maturty of the instrurments.

The rallowing table is a summary af Iatdv's market sensitive debr Instruments, including falr value esieulated using the diseounisd cash
flow metrod, Avsrage rares disclased represent the walghted sverage sates of fixed rate and variable rata pertfolios at parfod end, The book
values of variatla rate loans and vorrewings aperaximats thair fair veiues 9s shewn below at Dscember 31, 2001,

Msturftias
after Falr
2002 2008 2004 2005 2068 2008 Tats! valus
fin HUF millions, excest pereentayss)
Bank ioans {WUF Denominatad)

Fixed rate 1,502 4 12,560 [+ 0 2} 14,008 14,773

Average interest rate 70,415 0.00% 11.76% 17.80%
Varable ratg 21,972 22,825 23,175 6125 825 8§25 78,147 78,147

Averaga imerest rare 10.57% 10.69% 10.60% 10.80% 11.01% 71.01% 10.68%
Tore) 23,478 22,528 34,675 £,725 825 625 88,755 88,820

continved on p. 21
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Total bank foans

after

2006

jeta

value

fin HUF millions, sxcept pereentsges)

19,697
£.81%

118

4.76%

25,573
7.02%
13,335
7.52%

25,069

13,335

2002
Bank foans
troreign Currency denominated)
Fixed rate 3,128
Avgrage Imerest rate 7.13%
Variable rate 8,307
Average Insres! rete 7.80%
Total 8,432

32,908

10,815

11,440

38,808

127,063

38,408

127,323

8onds and bills of exchanga

Qther non-current liabliftles

The majerity of other non-currant llabilitiss is the 1800 llcense fee payable by Weste! in 2008,

L

(HUF danarninated)
" Fixed rsre 81 136 13,217 18,338
Average imarest rae 0.48% 0.00% 8.10%
Vsrigble rats . 4 0 10,000 10,000
Avarage Interest rate 11.18%
Tt/ a1 138 23,217 23,336
Trade and other payables At December 37,
2000 2001
(in HUF milliens)
Deomestic trads payables 49,427 47,832
Forgign trade gayables 8,869 71,753
Amcunts owed to reiated parties 760 12,515
Takation and gocisi securiy 7223 12,681
© Acerued expengas and prepayments 13,860 18,830
Ameounts recelved in advance 1,666 1,460
Salaries and wagss £,102 9,462
Payables to asseciares 786 87
Divldanos paysble to minorlty Intarsst halders 27 63
Other peyabiss 4,948 6.463
33,676 122,126
Deferrad revenue At Dscember 31,
2000 2007
In HUF milliens)
Baginning of percd 18,2681 15,839
Changa in the compasition of the Graup 0 3817
Amortization (4,652} (3,409}
Bnd of pericel 15.639 10,637
Amount te ba recognized within ons year 3.680 3,430
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17 Provision for lsbilities and chsrges

January 1, 2001
Addltlons

Amounts uged
Decernbar 31, 2001

employee rapresentatives,
18 Minority Interests

of Investment and results heid by third partias.

Baginning of peried

Acquisiticn of MakTal

Other movement In capital contibuted by minomy imerest
Shars of resulls for the ysar

DMidends paid/payale to minority eharsholders
Acquisition of minongy interest in Weate! and VWestel 0680
Cumulative Transiation Adjustrrent

End of perlogd

19 Revenuss

Damestic fixed Ine wlecommunications services:!
Subscriptions, connections and other charges
Qomestie trafflc revanue

Other ussge

internatiana/ traffic revenues

Moblle telecommuprizations services

Leazed lines and dam transmission

Other sarvicas

Ravenue from intgrmaticngl sctivities

Sevarance Cuatomer Other
loysity
pragram
(ia HUF millions)
5,780 1,858 188 11,654
0 1,878 8048 2,280
&.220} (1,378) e (10.874)
540 2,298 487 3,920

Tho provision for severance rsiates to the employes tarmination bepefit payable jn 2002 in accordancs with the sgresment mada with

in cases whers subsidizries ase not whally owned by the Group, the conselidated ba/ance sheats and incoms sratemearns reflact the share

Fer the yedr endsd Cecember 37,

1589 2000 2027
in HUF millions)

12,135 23,012 1,228
0 0 35,983
216 780 396
14,802 2,869 13,706
(4222) (143) (59
6 {25,280} 0
0 [ {3.088)
220712 1,228 48,189

The minority Intarest share of resuits far the year 2001 includes an amaunt of WUF 2.100 millfon in relation to tha call option of CesmoTalzs
repragenting the iass to Matdv had CaameTales exersized its aption for further intareat in Stonghndge at Decembear 37, 2001 (289 note 2J.

Revenue from intamationa/ activities includeg the rotal consoilaated ravenues of MakTal.

For the year ended Dacember 31,

7988 2000 2001
{in HUF millions)

83,791 82,918 26,673
154,071 128,517 123,386
78,748 18,156 17,254
43,807 41,432 24,992
82,746 108,885 140,234
20,241 28,819 36,804
22,183 37,238 38,835
7] 0 89,977
384,832 245,849 547,735




For the year ended Decernber 537,

7998 2000 2007
‘ {in HUF millions)
Materais, maimenance and sarvics faas 30,414 38946 53,946
Subcentractors 3,217 12,277 11,514
Fasgs and favies 10,025 11,807 15,827
Marksting 8,507 10,848 13,360
Other axpenses 26,287 255810 28,303
78,450 58,382 124,044
21 Neat jnterest and other chsrges For the yaar endod Dacember 31,
1389 2000 2001
fin MUF millicrs)
interest xpense- .

. Hungsrian Fornt lesns 11,712 11,333 11,473
Foralgn currancy loans - 8,782 5318 8,042
Flnanca lagges a7 157 118

Ner foralgn exehange lossas / (gaing) 6,289 4,835 (7.405)
'Commisslons and ether bank charges 1,841 2,022 2420
Tetst intsrest expense and other chargss 25,571 23,838 15,6849
Intersst capitatived (541). (526) (a04)
Imersst and other financial incoma 2,887) (2,067) 2.147)
22,133 20,992 13,104

22 Income tax Foar the year ended Dacembesr 31,
7888 2000 2007

(in HUF millions)

Income tax charge on the profit for the year (7.648) (8.623) f3,454)
Laferrad incoms taxes 832 7,102 2218
Income tsx on the Group’s ahare of the esulls of asscriates 87) {228} {51}
Income 1ax expense ) (6,811) (7,762) (11,733)

The Company and cartaln of Its subsidiaries quallfy for 8 neguction in incoms tax payable an masting cartaln sonditons. The raduction in the
tax payadls amountad te 8 100% allowanca for five yasrs from the date of quelification, and a 80% sllowanca for g further flve yesrs. Through
1988, Matdv At and Weste/ qualifisd for the 100% allowancs, Through 1985, Weste/ 0680 utliized the 100% allowance. From January 1,
7888, Matav AL Aac Been utilizing the raduced sflowancs of €0%, for a maximum pcssibia five years feffective tax rate of 7.2%). Westel 06560
unlized the raouced allowanca of 60% unt Decembar 31, 1989,

Managerment believas thot the condhions underlying the reducticn /n Income 18X wifi continue ta be met By Matsv Rt, As rasult of Matsv's
acquisitlon of the remaining 28% e¢f Weste), foreigr: awnership fsit below 30%, hence Waste! igst ity 60% rsductien in income tax a2 of
Deecember 21, 2001, Thiz resulted In 8 deferred tax creglt of appraximately HUF 1,500 miillon. Alr otmer Mungsrisn subeidianes wers subjsct
to incoms tax of 18%, while the Macadenian cormpanias are aubject 1e income tax of 15%,

Deferred tax assers &ra racognized for tax jess cany forwards only 19 the extent that realizazion of the related tax benefit iy probabie.
The Group haz tsx losses of HUF 11,455 million to cany forward sgainst future 1axabla Income. which have not been recognized in these
financial stataments due to uncensinty of their recoverabillly. Recognized tax Josses of HUF 288 milicn expira In 2006.
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Matdv's deferrad tax baknces are as follows:

Bslgnee at Changs Cumumtive  Adoption ingems 8aknce at

December inthe transistion of(AS35 cuatement Oecember
31,2000 composk adjiustment sffect 7, 2009
tion of the
group
Defarred tax assets
Net operating loss carry~forwsnd 347 (295) 52
Investrnents In eonzalkiated sulisidigries ' 0 {1,058) (7,085)
{mpairment of receivables,
Inventory and firanclsl investmarms 1,311 510 @37 189) 2,189 3,884
Property, plant and equipmant na intangible aszars {1,089) 1,083 (143) {1.230) (1.908)
Darlvative aessts a (184) {184)
Tradie and other payables 0 102 @) (35) as
Loans and other Sorrowings 287 {343 f54)
Deferrad ravenue 1,080 (31 828
Provisicns for iisbilities and charges 8539 574) 345
Total met gaferred tax gssate 2,876 - 7,886 182) (88) 2.218) 2,058
Add back: deferred (az fiability 313 1,783
Deferred tax assels 3,188 3,875

Daferrad tax aseets and fabiiitiss are determined by the legal entltiee of the Group.

The racencilistion detween the repared Income tax expense and the theoratical

smount arising by applying the stawtory income 18X ratss /s 8s folows; For the yoar ended Decamber &7,
1889 2000 2001
{in HUR millions)
1AS grofit before incerme tax 100,828 77,273 107,858
Tex at 18% {18,077} (13,910, 19,4¢0)
Effact of ditfersnt tox rates 8,882 8,516 11,258
Tex on tems nat subjsct 10 tax - 2,634 881 1.368
Tax affect of unrecogrized tax losses : (@84) 252 {1,151)
ot | R Tax on non dsguctible cxgensss {1,288) 2.511) (4,4.59)
inthe oty T Temparary cifforepces raversing at ciffsrant rates 379 24y 741 ‘
rough - PNt S inzame fax expanse (befora gzsaciaces’ tax) 6,814) 17.523) (17.582) ’
way 1 il ' $hare of azsociates tax expenss 87 (229) &1
of 0560 iR o income fax expense {6,811 (7.752) (11,738
vaév'e S .
x g5 of ' SR 230 T R tems nor subject to Incoma tax consist primarily of smartization of investment zomtriputlon fees and connection fees as well 53 the share
@risct o i TR of associares’ profit betare income tax ss the rosults of the dssociates are net includsd In the reconciligtion,
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23 Convertible bonds — Management incentive Plan

From June 28, 1888 1o July 1, 1588, Matdv At. issved 7 million convertibia bearer tonds, known ss the “Mansgemsn Incentive Program
Bond" sach with a face value af HUF 1, The holdsr of a bond may convert it into ons newly jssued Matdv “A” seniss rsglstered common sreck
with a face value of HUF 100, In sczordance with the silocsilon and conversicn rulss, On July 1. 1588, 2,251 thousand bonaz wers sliocated
& mansgement. In 1998, 402 thousand bonds ware forfaited. In 2000 additional 876 thousand bends wers allocatad to management and
283 theusand sonas were forfsitsd, In 2001, 242 thousand bonds wers forfaited.

The Bands may be convarted into nawly lssued Matdv *A” seriss ragistarad common stack over 3 three yesr penod with ene third vasting
sach year beginning July 1. 1998. Bonds ean not 5o convarted after the end of tha boad's term, June 2002.

The conversion price of the bonds s the Hungarian Forirt equivalant of USD 5.75 pe+ bend, calculatad based on the USD/HUF archange
rata quated by the Nanonal Bank of Wuagary on the day of conversion, less the face value o tha Band. but net ass than the initial publc
offering price of HUF 730 per sharm,

Compansation ceat is not recognized In these financlal stataments For the fair valus or the Intinsic value of the bongs grantag,

24 Postwretiramant denefits

Under IAS 18 “Emplayee Benefits® fravised 1997), Matdv records expense for postratiremant benefits in the pariod In wrich they ane carned,
. Buring 2080, Mazdv terminated the provision of post-retirement benefit and reversed the accumulistad provision o Empleyee relatad

expenses, The tables bsiow show historical details of the benefit plan,

At Detembor 37,
1883
fin MUF millions;
Beneflts earmed during the year 85
Intarest cost on projectad Senefit obligation 373
. Post-redrament senefit costs - 458
The prasent values of Matdv's obllgatlans Includsd in the consofidated balancs shaet
&t Dacember 31, 1998 wers as follows: At Decernbar 87,
1889

, {in HUF millions)
Estimated presant valug of defined banefit obligations

Retirees and dependants 1,888
Active plsn participants 787
Accumnuistad post-retirament Senstit obligation 2,585¢
Prior year service eost not yet recognized 238
Unracagnized net gain fram change in assumprlona 664
Accrued pest-retirament benefit cost included In Provisions fer issinties ane Charges 3,549

.The Bmount of the aczrual was gatermined using actusrisi princisles and using the following assumptions:
~or the ysar snded December 31,

1392

{in HUF miliions)
Discounr rars 10%
Weighted aversge prejected growth rate of par-caphs bens?t coste 0%
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&) Purchase commitments

As ¢f Dscembgr 31, 1988, 2000 and 2007, capital and other expendituras amounting to HUF 18.5 bililon, HUF 18.2 billlon and WS 11,2
biltan, raspactively, principslly relating to the telacommunications netwerk, had been committed to under sontractual srrangements, with the
masjority of payments ¢us within one yaar

(e M-ATL

Margv AL acquired a 25% share in M=RTL, a teievision broadegsting compsny In 1897. Matdv Rt. committed 1o provide M-RTL with aquity
and debt fimancing. At Cecemnber 371, 2001 Matdv Rt, has cutstanaing cemmirments of appraximarsly DEM 4 milllon to provide further funds
to M=RTL.

26 Lease revenues
Operating tease revenuss relats primarily to ths leasing of PEX squipment whems Mardv i ths lessor.

* Operating Lesses
Year fin HUF millions)
2002 5,269
2003 - 2005 8,823
2008 and tharsafier 1,838
Tora) minimum lesse paymers racelvabie 16,835

27 Reloted party transactons

Ths Campany is majonty owned by MagysrCom GmbH (59.48%), which is cwned by Deutsche Telekom AG sfter buying out the 50% share
af SEC inc. in MagyarCsm in June 2000. Following a render In 1893, MagyarCom was awarded ihe nallonal cancession license to cperale
all fong distance and internalionst services, as wall ag locsl ssrvices in 36 primary arcas. The rights and cbligations ynder the concessen
were s2algned to the Company, Under a sewvice agreement, MagyarCom Services Ki., 8 Hungarian cempany owned by Deutsehe Talekomn
provides Matsv with managsment and consultancy services. The talsl aervice fees chargaed in 1898, 2000 and 2001 amountad to HUF 2,152
miilian, HUF 2,478 milllorr and HUF 1,563 miliion, respectively. Msidv had no outstsnding paysbls to MagyarCom GmtH, while the
outstanding payable for the services rendared by MagyarCom Sewvices KTt amournted to HUF 518 milfan at Dscember 31, 2001 (HUF 760
milien ar Decemper 31, 2000). Mardv had no amounts recsivable from the sbove companies &s of the same dates.

Fricr to 2000, Westel and Wests/ 0680 used consuiting and other teehnical services grovidad by MadiaQns Internationsl 8.V, which owned
43% of Wastel as of December 31, 2000. Costs Incurred rslating to thase scrvices amountad to HUF 167 million In 1888, while in 2000 ang
2007 such axpenses wore not incurred. Wastal had no smounts payable to MediaOne Intamational, at the end of 2000 and 2007.

Matdv provides services to Govemment departments and businesses on arm's length Basis, however. individuslly rone of these
customers rapresent a sigaificant source of revenue.

Wursat is a joint venture foundsd by the Company (50%) and Antannz Hungdna Rt, The revenues of Hunsst include membership fees paid
By the sstablishing owners and subsidies received from en Imarnational space communications organi2ation, Cests ingumed by Matdv
including payment of thess membershio fess ameunted to MUF 288 million in 2001, HUF 324 millien in 2000 and MUF 301 millien i~ 1988.
Any prefite mags by Hunsar are rapsid to the joint verture parnners.

The remunersticr of the Company's Dirsctors amountad to HUFE 7 million In 2001 (HUF 19 milllan In 2000 and HUF 14 milllon in 1839).
The ramunsration cf the membaers of the Company's Supsrvisory Bosed smounted to HUF 7 millfon in 2007 (HUF 7 milllen in 2000 and HUF
10 millicn in 1993),

The Company pald comributions in an amount of WUF 185 million ta life Insurance plans for the management in 2007.
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= Principal investees

8nd Macedonia, were as foffows;

At Decomber 31, 2007 the princlps! sparating assceiates, joint ventures and subsichariae of the Group, which sre Incorccrsted in Hungrry

29 Segmuont Intormation

Intarnet.

Associales 7 Joint veniures Group Intersst Activity

in capits/
Hunsat Magyar Urtivibieiési Koardindeiss Egyessiés 50.00% VSAT sstellits communicaticns
DSP At 38.84% Csble TV halding
Msgyar RTL Televizié Rr 25.00% Talevision rosdeast comgany
Neématkébel Vagyonkezels Fit. 25.00% Cable TV holoing
Subsithariaz Group Interest Activity

In cagital
Axefors At ' 100,00% Irternet service end contant provider
Emitsl Tivkazliési At. 100.00% Loca! telecomrmuniestions aparator
invesTal At 100.00% Cable TV nelding
Makedonski T8lekomunikacii AD (MakTe() 4,11% Macedanian telecommunicatians

cormpany

Matsvcorn KA. 100.00% Solutlons for busingss customers
MatdvkdbeTV Kit. 75.00% Cable tsievisian egerator
Stonebridge AD 86.50% Macetionian holding company
Weste] Radidtalefon Kf. 100.00% Callular tetephane services
Westel Mobll T8vkozids! AL 100.00% CSM dighsl cellular talephona sarvices

Matdv has three aperating segments, fixed lina telecommunicatians, matile alacammunications and infemational activities,
The fixed fine telecommunicetiens segment provides focal teiaphony In Matdv's 38 local primary arsay, domsstic and intemational fong
distance services cn a naticnwide basiz as well 85 related services such as leased lines, dats transmission, PBX, corperate netwemks and

The mabife segment consists of services previded by Waste! and Wastel 0660. Weste! 0660 provides ensiog servicas in the 450 MHz
frequency bandwidth and Waste! provides digital services in the SO0 and 1,800 MHZ frequency bandwidth. Servicas previdad between the
Company, Weste! and Woaete! 0860 are mado on 8n arms-langth bagis, Wastel and Wasts! 0650 esch provids dlsmufion for the other's
pradueta. Bath Vestal and Weste/ 0680 lease spacs at Base Statlons to gach ather and from the Sompany on a contract basls. .

The intamstional segment includas the four Macadenian companigs, Stonetridgs, the heiding ccm;iany through which Matsv eontrolz
MakTel. MakT2l, Macedonia's exclusive fixed line teiecommuricanons company, MobiMak, MakTel's subsidiary that is the excluaive eeilular
wiecamrmunications service provider In Macadonla and Telernscedsnia AD through which Matdv pravides menagement and cansultancy
servicas to MakTel, MobiMak AD snd Stonebridge.

The follewing table prasems a summary of operating results of the Group by sagmant for the years ended December 31, 1898, 2060
and 2001. The segrmemts grasented below sra substantieily consistent with the format used by the Company’s Mansgement Committes,
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Eer the year endad December 31,
1898 2600 20617
Revenuss (in MUF milllons)
Tatal revanus of fixed ling segmant 302,230 325,280 333,888
Fied line revenus fram other segmentz {9,808) (5,491) (11,247)
Fixed ling revenue from external csustamers 292,325 318,788 322,444
Total revanue of moblle segmsnt 117,336 159,548 198,947
Mobite revenue from other cegmants {24,728) (30,188) (33,653)
Mabile revenus from extems/ cugtomers 82,607 129,156 165,294
Tatal ravenuve of intarnational segmant [ c 60,034
Intarnatianal revanus from other segmants Q o 57)
Intarnational revenus from external customers 0 4 88,997
Toual ravenue of the group 884,852 445,945 547,735
Degraciation end ememizanor )
Fixad fins 48,878 80,932 85,548
quh‘e 12,272 33,788 40,282
Intemstiors/ 0 0 10,392
Total ' 62,145 84,720 . 118,822
R ‘ Opsrating prent )
2 Fixed fine 85,471 70,837 50,743
e Mabils 35,560 25,254 36,753
Intarnatianal 0 0 29,464
4 Tota) 121,131 96,091 119,400
Assers
Fixed ling 535,832 584,537 508,885
Moblle 113,585 374,953 359,814
Intemational /] 0 240,839
R Inter-sagment slimination (5,361) 8,813} {12,989}
#, 5“0“'1' Tots! segment sssets 844,186 951,077 1,096,353
; Unaliccated sszets 3,704 3,347 7,845
Toral assels 647,870 854,424 1,104,198
Caphal sxpendilures on tangible and intangibls sssets ’
Finad line 94,083 111,132 75,050
Motlle ) 33,618 41,850 36,494
Internaticnal : 4 o 16,208
Tots! 127,678 152,784 127,747
Liahlillaz
Fixad lins 87,1583 84,181 102,048
Mablle 22,868 40,648 43,758
Intarnatlona! X 0 4] 7511
" Inrer-cagment elimination ' (5,587) ) 112,989)
Tera! segment liabilies 714,760 125,927 140,336
Unallesatad lisbilitas ' 192,518 189,988 455,391
Teesl jiabilities 287,279 315813 595,727

Umallocated assets include tax assets, while unallocarad llabiiities include loans and sther borrowings and tax llabllitles.

Basis of Intsrsegment gricing: Intersegment pricing between mabile and fixad line is beced upon rates as reguisted and set cut by the Prime
Minigter's Offica.

Geographic Information: Matdv’s fixed line and mablls segrments apearate axclusively in Hungary, witle the intarnstional segment cperatas
In Macedonia. Maidv dess nat analyze results on a mere detailed lsvel based on gecgraphic arass within Hungary or Macedonia.

Lot ‘
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Recanczlzaz‘zon to U S GAAP o
C (Unaudzted)f

v, . . AN Y

Matdv's censolidarsd finsneial statements ars prepared in accordance with Intsmational Aee
respacts from LS. GAAR The principal differances tetwsen (AS

equity as of Deeember 37, 2000 and 2007,

ounting Standards, which differ In cermin
and U.S. GAAP are presented below. fogether with exglanations ef the

Fer the yesr ended Cacemaer 31,
Nares 1599 2000 2001
{in HUF milfons, excect per shara smaunts;
Net income undar IAS 73,632 66,652 82,560
Adjustments far .S, GAAR:
Cumulstive effact of soopting SAS 107 {s) [4] 22,167) g
Leferrea reyenue = 374 15,187 2,947
Post-retigment bsnefits ™ R 627) 2
Management Incentive Plan Bonds © (42) (13¢) 37
Amenization of intengible sssets {c) 0 2,534 (2,548)
Cumuiative affect of adopting SFAS 123 net of deferrsd mx fa) [] o] 507
Cumulative incorme tax sfface of Copting SAZ 107 [ 3,042 0
Dsfarrad inesme tax on US. GAAP adjustrments (240) [ {1,194)
Net income under U.S. GAAP 78,721 84,508 82,281
w Basic samings per share undsr U.S. BAAP 75.49 62,20 73.30
Ditutert earnings per share under (.S. GAAP 75,81 §7.91 79.50
Ar December 57,
Notes 2000 2007
{in MUF millions)
Sharghciders’ squiy undsr 1AS 637,281 460,300
Adjustments for U.S. GAAP:
Cumulative sffect cfadoptmg SAB 101 ) (22,167 o]
Deferrad revenus (a) 2,376 (18,344)
Amertization of Intangidle assets ©) 2,638 (11)
Cumuiatire Income tax offect of adegting SAB 107 8,042 0
Deferred income tax on US, GAAP edjustmens 52€) 1,222
Sharenolders’ equity under US. GAAP 622,541 445,167




fa) Deforred revenue

Im Dacsmber 1998, ths Secunties and Exchange Commission issued Stafl Accounting Bulletin Ne. 161, “Revenue Recognition in Financra/
Statements”, (SAB 107) which provides edditlonal guldsnce In applying generslly Gcceptad accounting principles. Ia certain casss, SAS 101
requires Up-frent fees 1o be deferrad and recognlzed over the expsctad periad of customer relationship,

Undsr LS, GRAP Matdv appliad tha guidance of SAE 101 sz fellows!

Far fixed line customers a refalionshis perisd of 10 years was assessed and yo~front fass are defarred Gver that term. Incramental direct
costs ars riso deferrsd 10 (19 extant of Ihe revanues, For mobile subscribers activation fees are deferrsd over a 4 year customer relatienship
paricd tagether with incremental direst costs up to the amount of revenus deferrsd, Lasses ansing from the sale of hanosars are recognized
upon sals,

=) Poat-rstirement bensfirs

IAS 19 e supstontislly similar to SFAS 108. The difference In net ineems of HUF 3 mijiion In 1899 wss due {o the giffsrence in the yaar of
adoption of SFAS 106 versus IAS 18. IAS 19 was sgoprad in 1394, whenegs for the U.S. GAAP racongiliation, SFAS 106 wss adopmad /n
provious years, Durng 2000 Matdv terminarad [hé provision of pesi-retirement benafilz, therefore, the difference in equily was eliminatedc.
Tha differencs in net income in 2000 refects the ralexse of the difference belween the provisions in LAS and US. GAAR accumularad ir prior

() Cornivartibfe bonds = The Managerment Incerive Program

Gompensation expense (e calculated on convartible bands grantsd under the "Management (ncentive Plan” and disciased in the U.S. GAAP
incoms statemant adjustments In accordance with APB 25, Total compensation axpensa is based on the differance bemween the axercise
price gnd the market price on the grant date. Total compensation sxpense of HUF 143 millian was going ro be recagnized aver the throes
year vasting period starting July 1, 1958, The amount amartized In 1998 took Ime account the impact of the forfelt of 402 theusand bends
by managers. In 2000, 283 thousand bands were farfeited and addltional 878 thousand banas wars aliocsted te mansgement. Compensation
expansa of HUF 117 million was csiculsted in relstion to the new grants. in total, HUF 134 miillon compensation expense was recognized in
2000, while the remaining WUF 87 millien wss recognized in 2001,

{d) Amertization of intangible assets

LQus o the differsnt revenuo and intangible asset recognition riles of IAS and .S, GAAP, the sharemoidars’ equily of Weetel, MakTe! and Emitel

on acquisition was diffsrent, conseguently e goodwill and the Laivd of custemer base on scquistion and their amertization are different,
As 2 resuit of the new acccunting announcements (SFAS 147 and 142) geadwill on the cquisition of Emitel (as of Jduly 2, 2001} Je not

amentized undor U.S, GAAP as the transaction was congluded after July 1, 2007,

] Adoption of SFAS 132

IAS 38 Is substantisily slmiiar to SFAS 153, however the cumulstive effect of adopring the new standard was recagn/zed against the retsined
sarnings In IAS, while the same affect was recognized In the Incoms statement under U.S. GAAPR,
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" APRIL 26,2002 . " Annusl General Mesting of shareholders

e,

. "

' MAY 15, 2002 1. 'Release of 2002 1st quarter results

- AUGUST 14, 2002 - " Polesse of 2002 Tt hat resutts .

' .

NOVEMBER 714, 2002 ' Raleass of 2002 1st nine months resutts. ..~ .-

. A . . . e | N
v ! N

FORWARD-LOOKING STATEMENTS

This Annual Regert contalns fsmarceiocking statements, Statemants thst are not
higtorical facts, incluaing statements sbout eur belicfs and sxpeststions, are forward-
locking staternants. These statsmems are hasad on current £ians, estimates and
profections, and tharafore you should rot piace uncu raliance on them, Ferwards
looking staterneme spask only as of the data they ars made, and we undertake
ric ebiigation ro update publicly any of tham in light of new Information er future events.
Forwardeioaking statements invaive Inherent Asks gnd uncanainties, We caution you that
Y anumber of imporrent facters couid cause askal results ta differ matarially from those
centainad In any ferward-locking statement. Such facrors ars described In, smang other
things, our Annusl Repert on Form 20-F for the year ended December 31, 2001 fiad
with the U.S. Securitias and Exchange Commission.
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The mavernent in the Usbiity mcognized In the balance sheet is summarized in the foliowing tabls.

1559

In MUF milllens)
At the beginning of the yssr 3,230
3,230
Past-retirarnant denefit costs a58
Benefits psid . (137}
Accrued postsratirameant benofit cost ineluded in Pravisions for liabliitles and chargss 3,549

25 Commitmeants

(8 Lerse commitments

Operating joase commitrnants ware mainly In respect of the lease of Buildinga, netwerk and other telesomrmunicstions fachities, Includad in
thase leases are PEX assete sold and foased back ungsr cperating lease agreements. Capital leases primarfly miets to the sals and lesss
back of PEX and ether teiscommunications equipment. Futurs minimum lsase payments under espital and operting lasses at December
31, 2001 are as follows:

Capiral Leases
At Decammber 31,
2000 2007
Yoar {in mUF millons)
2007 a09 .
2002 438 410
2003 489 462
2004 142 139
2008 0 0
2006 [ o
Thereahar 9 1)
Total minimum lesse payments 1,467 o0t
Leas: amounts representing intsrast and exscutory coats 2583) {123)
Prasent value of net minimum laase poyments 1,212 388
@ Less: capiral laase ebligations Incluided in sharr-term dabt 252 831
97 Longaterm cspital laass abligatons 882 57
50
i85 Operating Leases
54 At Dscomnber 31,
B 2000 2007
= Yesr {in HUF milllans)
o & 2007 2,357 .
s 2002 1,737 8,245
" i‘ o 2003 1,621 2,602
3 jr\ vk 2004 1,252 2,082
| ', IR 2008 &8 1,988
o 2006 5271 968
¥ Thersafter - 778
¢ Tota/ minimum lasse payments 8,143 10,960
, e e ST : .
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Pursuant to the requirements of the Securities Exchange Act of 1934, the
registrant has duly caused this report to be signed on its behalf by the
undersigned, thereunto duly authorized.

MAGYAR TAVKOZLESI RT.
(Registrant)

Date: April 29, 2002 //—\\

Szabolcs Czenthe
Head of Investor Relations Department




